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Condensed Statement Condition, June 30, 1956 


ASSETS 


Cash, Balances with Banks 
Govt. semi-Govt. Se- 
curities Treasury 
ments Bills . . 7 
Other Securities. 


Contango, Advances Securi- 


Bills receivable 
Sundry 
Premises, Furnitures Fixtures 


Customers’ Liability for Gua- 
rantees Acceptances 


Securities deposited Third 


Special guaranteed Accounts. 
Staff Assistance Retirement 
Fund Securities deposited 
the Bank Guarantee. 


100,267,197,343 


284,987,109,861 
189,817,694,322 


3,893,862,778 
I 


811,718,351,881 


11,652,562 


14,817,646,388 


1,064,057,038,562 


Ordinary Reserve Fund 


Deposits Current Accounts 


Cheques circulation (Assegni 
Circolari) 


Bills for collection 


Guarantees Acceptances for 


Sundry Accounts 
Staff individual Retirement Ac- 


Unearned Discount other 
unearned Income 


LIABILITIES 


1,150,000,000 


8,360,000,000 
612,707,289,476 


68,238,626,220 
49,121,101,248 


14,201,644,118 


811,718,351,881 


Depositors Securities 


Accounts guaranteeing special 
Accounts 

Bank’s Securities guaranteeing 
Staff Assistance Retirement 


11,652,562 


14,817,646,388 


1,064,057,038,562 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT MEDIUM AND MINOR 


Capital, Reserves and Government Guarantee Fund 2,691,200,360 
SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves 835,186,906 


SECTION FOR CO-OPERATIVE CREDIT 
Capital and Reserves 2,665,333,040 Government Guarantee 2,000,000,000 


SECTION FOR MORTAGE CREDIT 
Aggregate Capital and Reserves 2,129,293,524 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves 907,976,982 


INDUSTRIES 
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SUMMARY 


Professor Haberler’s article Monetary and Real Factors Affecting Economic 
Stability begins with critical review the principal explanations given modern 
economic theory cyclical movements the volume output and employment. 
classifies them three groups, ranging from the extreme the purely monetary expla- 
nations, through the middle position which assigns money more less significant 
role, the other extreme where the monetary factor relegated merely passive 
permissive role then presents his own view concerning the appropriate distribu- 
tion emphasis between the real and monetary factors. 

The current popularity almost purely real models the cycle has, believes, 
led undervaluation the significance monetary factors, with important conse- 
quences for policy. 

past experience, the Depression the 1930’s was conspicuous instance where 
monetary factors and policies undeniably had immense influence, and was that 
the and further illustrations can found other historical cases. Less easy 
identify and evaluate the role the monetary factor cyclical upswings and booms. 
Here too, however, Prof. Haberler believes that important part played specu- 
lative excesses which are made possible enhanced credit expansion, and which 
turn help determine the length and severity the subsequent depression. 

Extending this view the field policy, concludes that if, appropriate 
institutional reforms and skilful monetary policy, the monetary complications which 
affect cyclical movements could avoided, the real cycle itself would not reach 
serious proportions. The chances that such results will actually achieved the future 
are thinks good far anti-depression policy concerned, though less optimistic 
regarding that element economic instability which consists continually rising prices 
(secular inflation). Differences between countries the propensity inflate are, 
moreover, the basic reason his opinion, for the chronic balance payments deficits 
and dollar and other currency shortages which certain countries have experienced 
the post-war years. Here again, then, the monetary factor bears heavy responsibility. 

His final section reiterates the view that the role the monetary factor appro- 
priately defined causing preventing economic instability may decisive one, 
with the qualification that the real factors (such the psychological and rigidity 
factors, the acceleration effect, technological innovations, wars, etc.) and the monetary 
factors reinforce each other, and that the former may often create the impulse 
cumulative process which the propagation largely dependent the latter. 


book recently published Italy Salvatore Magri strana vita del 
banchiere Law (Mondadori, 1956) has stimulated Prof. Amadeo Gambino, his article 
John Law, Banker and Economist make critical Law’s activities 
and ideas. His article reply number attempts that have been made, especially 


the Continent, during the last thirty years, sometimes apologetic vein, 
rehabilitate Law. 

attempting bring out the limitations of. Law’s contribution economic 
doctrine, Prof. Gambino compares the ideas expounded the Scotch banker Money 
and Trade with those previously presented other writers, especially Locke; and 
concludes that Law does not deserve the reputation for originality and fertility which 
has often enjoyed. However much Law’s merits economist may praised, 
remains true that his conceptions were marred elementary and fundamental 
error: the failure understand the connection between satisfying additional demand 
for money and diminishing its value. was unaware that adjusting the quantity 
money the demand inevitably meant stripping its value, and thus depriving 
the power fulfil its proper functions. 

less serious were, Gambino emphasizes, Law’s mistaken notions concerning 
the limits the expansion bank credit. Again Law did not realise his plan 
for basing the Compagnie des Indes issues bank notes (or shares convertible into 
these) that the credit granted through such issues could promote real investment only 
far there was adequate counterpart the form pre-existing savings. 

something more than the mere naive identification common the lay thought all 
ages money with wealth, would exaggeration credit him with the far 
more sophisticated, but also more sober notions that our generation have come 
associated with the name Keynes. Prof. Gambino’s judgment, Law’s contribution 
the perennial discussions economic theory and the banking mechanisms predom- 
inantly negative one: that having made more evident, his mistakes, the truth 
principles which were the opposite those propounded. 


the second part his article The Foreign Exchange Business the 
Australian Trading which present this number the Review, Prof. 
Arndt concludes his examination the technical side the trading banks’ 
foreign exchange business, and those aspects the trading banks’ operations which 
directly, through their effects domestic monetary conditions, affect Australia’s 
balance payments and exchange rate. The first part the article appeared the 
preceding number the Review. 


his article British Film Production Sir Henry French’s main object 
give account present government policy towards the film industry Great 
Britain. accordingly concentrates attention four topics: the quota system imposed 
exhibitors favour British films; the National Film Finance Corporation; the 
British Film Production Fund; the Entertainments Tax. 

The reader who not already closely acquainted with the conditions under which 
the British film industry works will find Sir account many useful elements 
enabling him assess the need for, and the present extent government Some 
these elements are sufficient qualify the author’s own basic theme which, the 
one side, stresses the British film industry’s difficulties finding adequate outlets for 
its production, and, the other, tends give small weight the assistance which the 
industry obtains from the government. 


Admittedly the British industry is, virtue the common language, the most 
exposed American competition; but the same time can count wider domestic 
market (more than twice large the French one, for example) and easier access 
markets the Commonwealth countries. And regards the assistance given the 
government, true that the British Film Production Fund was originally financed 
special levy the gross receipts the exhibitors and not direct grants from the 
Treasury; but also true that first the creation, and later the consolidation the Fund 
were accompanied reductions the Entertainments Tax. And significant that 
the diminution the yield this tax ended being approximately equivalent the 
annual revenues the Fund. 

Moreover, the National Film Finance Corporation operates accordance with 
criteria which saddle with very heavy risks, equivalent many cases those normally 
borne the producer-entrepreneur; and the taking exceptionally risky business 
the regular market rate interest akin subsidy out public funds sub- 
sidy which finds its expression the losses which have been made the National Film 
Finance Corporation even respect the total its ordinary financial operations that 
were unconnected with British Lion. this respect the Corporation contrasts with the 
corresponding Italian credit institution set Special Section the Banca Nazio- 
nale del Lavoro which operates along more traditional lines. These aspects need 
taken into account any attempt evaluate the extent the aid granted the 
government the industry. 

The above comment does not, course, contradict the conclusion that the British 
film production industry less heavily protected than are the other major European 

industries, including the Italian. regard the latter, hope present survey 
post-war developments, culminating the Law 31st July, 1956, forthcoming 
number this Review. 


his note Foreign Tourists Italy Dr. Lefebvre D’Ovidio gives rapid 
sketch the main economic aspects the expansion the foreign tourist trade 
Italy during the post-war period. describes the qualitative composition the trade, 
its distribution country origin the tourists, the means transport used, the 
estimated foreign exchange proceeds, the seasonal distribution the traffic, and the 
problems that have been raised for the Italian hotel industry. 


The Banca Nazionale del Lavoro assumes responsibility for opinions facts stated authors 
whose contributions are published the present Review. 

All communications regarding the Review should addressed Banca Nazionale del Lavoro, 
Ufficio Studi, Roma, Via Vittorio Veneto, 119. 


Editor: Dott. Ufficio Studi, Banca Nazionale del Lavoro 
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Monetary and Real Factors Affecting Economic Stability 


Critique Certain Tendencies Modern Economic Theory 


Introduction. 


the conclusion the present paper 
that large part contemporary economic 
theory has laid undue stress real factors 
and that monetary factors and the closely 
related phenomena institutional price and 
wage rigidities have been neglected their 
importance grossly underestimated. Instability 
general economic activity well the 
external balances payments are explained 
terms physical rigidities, fixed coefficients 
production, stubborn inelasticities de- 
mand and supply instead being attributed 
faulty monetary arrangements and policies, 
price and wage rigidities 
factors. 


The Meaning Instability. 


Let explain first what mean 
aggregate output and employment. However, 
even with stable aggregate output and employ- 
ment, price instability possible the sense 
changes relative prices well the 
price level (in any one the possible mean- 
ings this ambiguous term). Price instabil- 
ity introduces instability the income dis- 
tribution which may well present very serious 
social and economic problems. Sharp changes 
the terms foreign trade, which are 
especially serious matter for highly specialized 
primary producing countries, are example 


(*) The present article abridged and slightly altered 
version paper read the First Congress the Interna- 
tional Economic Association held Rome, 6-11 Sept. 1956. 
The full text will published the proceedings the Con- 
gress London, 1957. 


the international level. But there can 
doubt that most cases violent changes 
the terms trade between large segments 
the economy the national interna- 
tional level are the consequences concom- 
itants fluctuations aggregate output 
and employment the industrial countries. 

For this reason shall concentrate this 
paper the short run fluctuations the 
business cycle the industrially developed 
countries. 

the underdeveloped countries eco- 
nomic instability very large extent 
either the reflection the business cycle 
the industrial world the consequence 
autonomous inflationary policies. Much has 
been made changes demand, technology 
and import policies the industrial countries 
which may destabilize the external balances 
highly specialized primary producing coun- 
tries. Without wishing entirely discount 
the importance these factors, venture 
say, however, that from global standpoint 
such sources instability are minor im- 
portance compared with the business cycle 
and inflation. 

Inflation, which shall return briefly 
portant matter. the contrary, con- 
vinced that long run (continuous 
mittent) inflation not only introduces price 
instability but also factor seriously retard- 
ing economic growth. But intellectually the 
problem rapid secular inflation (1) much 


(1) The slow, creeping kind inflation which now 
going many developed countries again more insidious 
process, much harder diagnose and evaluate than the 
rapid, open inflation from which many underdeveloped coun- 
tries suffer. 
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less challenging than the problem the busi- 
ness cycle which turn attention now. 

Business cycles take the sense which 
the term used the National Bureau 
Economic Research that ups and downs 
aggregate activity, more precisely aggre- 
gate output and employment, changes out- 
put due changes employment (2). (Out- 
put can, course, change without changes 
most important example. But the short run 
changes aggregate output that constitute 
the business cycle are clearly not that 
nature which does not, however, exclude 
that crop changes well other exogenous 
disturbances may have great causal signifi- 
cance for the cycle). 

follow Mitchell and Burns defining 
the cycle the shortest observable fluctuations 
activity. their words, business cycles 
vary from more than one year ten twelve 
years and are not divisible into shorter cycles 
similar character with amplitudes approx- 
imating their own (3). Furthermore, make 
attempt finding regular sequence 
pattern minor and major cycles (as 
Hansen thinks there exists). Cycles do, 
course, differ greatly duration and enor- 
mously amplitude; some depressions are 
mild, others severe; some upswings strong, 
others weak and abortive (4). But the most 
careful investigations Measuring Business 
Cycles have convinced that regular and 
persistent pattern exists any rate has yet 
been discovered; that not possible 
interpret the succession cycles different 
length and amplitude resulting from the 


(2) identifying fluctuations activity with fluctuations 
aggregate output and employment, deviate somewhat from 
the great masters the National Bureau. The deviation is, 
however, slight because their cyclical chronology for activity 
almost perfectly matched the cyclical chronology aggre- 
gate output and employment series. 

(3) See Burns and Measuring Business Cycles, 
Seasonal fluctuations are not similar character 

(4) This makes doubt the usefulness the averaging 
procedure adopted N.B.E.R. even with all the caution and 
reservations expressed the illustrious authors Measuring 
Business Cycles. 


pendent cycles different length (Schumpet- 
er’s three cycle schema); that even less 
defensible assign different quasi-indepen- 
dent cyclical mechanisms the different su- 
perimposed cycles. Each cycle depression 
is, sense, historically unique case; 
that say the joint product endo- 
genous and exogenous forces. The result 
the interaction between the cyclical mechanism 
and the historical environment and external 
disturbances complicated chemical com- 
pound and not mechanical mixture whose 
constituent parts are separable more 
less mechanical statistical devices. The statis- 
tical decomposition time series cycles 
and trend insoluble problem (5). But 
this does means exclude that often 
possible explain particular cycles phases 
(depressions expansions) terms exo- 
genous forces endogenous processes 
point strongly intensifying mitigating 
factors which explain the mildness severity 
strength particular upswing. Let 
mention only one two examples more 
will follow later. The intensification the 
boom following the outbreak the war 
Korea does not require any further explana- 
tion than reference the wave Govern- 
mental and private spending engendered 
the war (6). The great depression the 1930’s 


(5) perhaps more correct say that the problem 
was, for longer very live issue usually formulated. 
The question framed causal one: How separ- 
ate the effects the causes responsible for the cycle from the 
effects the causes responsible for the trend. The further 
assumption made that the two sets effects are additive. 
This assumption surely unwarranted. The causes making for 
cyclical fluctuations, when impinging growing system, will 
produce very different results than they would produce 
stationary system. And similarly the growth factors would pro- 
duce different results economic system that, unlike the 
one live in, not subject cyclical fluctuations. 
consequence, could make the experiment abstracting 
from the actual system which subject the joint operation 
both sets causes, first those that make for cycles, and 
second those that make for trend, the sum the two effects 
would not equal to, but would probably greatly exceed the 
total observed change. 

(6) should observed, however, that the the 
lower turning point following the mild recession 1948-49 
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the U.S., whatever its deeper causes, was 
undoubtedly tremendously intensified the 
collapse the banking system. 

disturbing that economists not see 
eye eye all these matters. But can 
take consolation the fact that despite great 
divergences the interpretation and explana- 
tion, different writers agree about the dates 
cyclical turning points and about certain 
basic characteristics the short cycle. For 
example, cyclical chronologies 
dependently the most careful investigations 
the N.B.E.R., Edwin Frickey’s pains- 
taking researches (7), and Schumpeter’s 
more impressionistic methods agree almost 
entirely. (Divergences the dates for turning 
points few months are hardly surprising 
and serious view the complexity the 
underlying data). 

While the contours the short run busi- 
ness cycle are, thus, fairly clear and generally 
accepted further characteristics which throw 
light the role money its causation 
will discussed presently the long 
waves which under the name Kon- 
dratief cycles, secondary trend cycles, are 
much more hazy thing. They find their 
expression mainly wholesale prices and 
interest rates. But the chronology varies con- 
siderably from writer writer and from 
country country; and not quite clear 
whether the ups and downs prices 
always associated they invariably are 
the short cycle with ups and downs 
output and employment. 

better not identify the problem 
long run stability with hypothetical long 
cycle phrase which suggests endo- 
genous mechanism and degree regularity 
that simply not exist. should rather 
think the occurrence recurrence 
irregular intervals rising falling price 


had occurred already the middle 1949. The war 
Korea was therefore not necessary pull the American economy 
out depression, but was superimposed upswing that 
had started independently. 

(7) Economic Fluctuations the United 
States, Cambridge, Mass., 1942. 


trends stretching over several short cycles 
which may may not associated with 
similar trends real output. 


Striking Characteristic the Short Cycle. 


One the most striking and revealing 
characteristics the short cycle that the 
ups and downs output and employment are 
closely correlated with ups and downs price 
levels. fortiori fluctuations real magni- 
tudes (output, employment, real income) are 
paralleled fluctuations money flows 
(money income, money value output). 
should noted that this does not follow 
from our definition the cycle which runs 
real terms. Conceivably, prices well 
money values could uncorrelated neg- 
atively correlated with fluctuations 
output. 

seems that this actual, almost (8) 
perfect parallelism cannot chance phe- 
nomenon. fact, increasing number 
business cycle analysts explicitly implicitly 
agree that the proximate cause fluctuations 
output and employment fluctuations 
aggregate expenditure effective demand. 
sure there plenty disagreement 
the deeper forces and processes that are 
responsible for the cyclical fluctuations 
aggregate expenditure. nevertheless high- 
significant that very diverse theories agree 
the role expenditure fluctuations. 
this group belong not only the various types 
monetary theories the cycle, but also 
all the modern stock adjustment 
theories which rely some sort interac- 
tion multiplier and acceleration principle 


(8) say almost perfect because there are sometimes 
shortlived deviations the turning points between the move- 
ment prices the one hand and that real activity the 
other. But note that even the timing between prices and 
real volume not perfect, still possible (and probably the 
case) that money flows (price times quantities) are perfectly 
correlated with volumes. 

For the hypothetical long cycle the parallelism certainly 
much less close. This surely reflection the fact that 
the long run price and wage flexibility much greater than 
the short run. 
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construct endogenous oscillating mechan- 
ism and even Schumpeter’s theory, whose 
logical structure entirely different, belongs 
this group. All these theories explain 
different ways why expenditures fluctuate 
cycles; then easy see how this produces 
cycles output and employment 
indeed that the necessary assumption some 
sort price and wage rigidity rarely made 
clear. Let add that very large 
currently employed methods forecasting the 
future course business consists attempts 
form judgment the probable course 
various segments the expenditure stream 
business spending investment (plant and 
equipment, inventories), consumer spending, 
Government spending, foreign demand, etc. 

The proposition that fluctuations aggre- 
gate effective demand expenditure are the 
proximate cause the business cycle does 
means imply that always monetary 
factors the sense active measures 
monetary policy the part the monetary 
authorities the banks that bring about 
the fluctuations expenditures. The line 
causation does not necessarily always run from 
the monetary the real factors, although 
can hardly doubted, opinion, that 
monetary factors often greatly contribute 
cyclical instability and that, the other 
hand, skilful monetary policy can help 
counteract instability caused real fact- 
ors Suppose our economic system were 
not subject cyclical fluctuations; would 
then easy task produce monetary 
measures business cycle with all the familiar 
features alternating periods expansion 
and contraction output and employment 


(9) Hardly anybody doubts this anymore. that respect 
the situation different from what was the time the 
outbreak the Great Depression. But let add that this 
remark does not imply the endorsement naive version 
functional finance However the criticism the latter 
(see especially the forceful and convincing strictures Milton 
Friedman) based the realization the difficulties 
diagnosis and timing policies owing lags and uncer- 
tainties and not denial the basic proposition that cor- 
rectly timed and properly dosed injections money can coun- 
teract (although not always completely compensate) fluctuations 
aggregate real activity. 


associated with ups and downs prices and 
aggregate demand. All that required 
bring about such result would expand 
and contract credit produce sufficiently 
large surpluses and deficits the Govern- 
ment budget. 


Real and Monetary Factors Behind the Fluc- 
tuations Aggregate Expenditure. 


order gain perspective let briefly 
enumerate and survey various possibilities 
explaining cyclical fluctuations aggregate 
spending monetary and real factors 
and their interaction starting from cases 
purely monetary causation and proceed- 
ing cases increasing preponderance 
real factors. 

the one extreme have the purely mo- 
netary explanations the cycle which assume 
that the real economic system inherently 
stable and that instability introduced 
misbehavior mismanagement money. (It 
should remembered that what may 
purely monetary the causal mechanism; the 
thing explained, the cycle, have 
defined real terms). 

modern writers who have proposed 
purely monetary explanations, Irving Fisher 
and R.G. Hawtrey come once mind. 
Fisher flatly denied that there was such 
thing cycle except the extent that 
quasicyclical instability was introduced mo- 
netary instability which conceived terms 
changes the purchasing power money. 
Professeur Hawtrey’s endogenous theory, con- 
sisting dynamic mechanism lagged 
interactions monetary circulation, cash 
drains, and credit policy the banks, changes 
short term interest rates inducing changes 
inventory investment well known (10). 

Another school that explains the cycle 
monetary factors starts from Wicksell’s dis- 
tinction between the market money rate 


(10) seems safe say that his theory would have made 
greater impression had been worked out mathematical 
form. 
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interest, the one hand, and the natural 
equilibrium rate the other. Wicksell 
himself did not hold purely monetary theory 
the cycle, but Mises and Hayek, men- 
tion only two, did. They believe that the 
initiating cause the cycle can always 
found the monetary side, the supply 
side money. Excessive supply credit 
(that say, credit creation excess 
voluntary savings the precise criterion 
excessiveness not being always the same) 
depresses the market money rate interest 
below its equilibrium level; this starts Wick- 
sellian cumulative process 
ends crisis and depression. 

these monetary theories, which stress 
changes the supply side money, 
assumed explicitly tacitly that the demand 
for money and credit, put differently, 
the natural equilibrium rate interest 
determined the (physical) marginal 
ductivity capital which fairly stable over 
time, although perhaps subject gradual 
downward shift the capital stock increases. 

Non-monetary factors make their appear- 
ance soon realized that the demand 
for money and credit (or the equilibrium rate 
interest) neither stable nor determined 
solely the physical productivity capital. 

The main factors making for instability 
investment demand, the terminology 
the Wicksellian School, for changes the 
equilibrium rate interest (if still permit 
ourselves under these circumstances think 
equilibrium rate existing any given 
moment) are follows, arranged the 
approximate order increasing physical- 
ness psychology i.e. waves optimism 
and pessimism; investment changes induced 
postulated the different variants the 
acceleration principle (including that Kal- 
dor); inventions and innovations and the forces 
giving rise the innova- 
tional investment described Schumpeter; 
ability and indivisibility capital instruments 
together with the asymmetry the operation 


the accelerator, the replacement waves and 
«echo effects» which follow from the fact 
that capital goods are durable; speaking 
bunching and lumpiness capital investment 
cannot forget the world which 
live the most powerful external factor causing 
intense concentration (and hence instability) 
investment, namely, wars and preparation 
for wars. 

All these factors have been used, singly 
combination, explain the business 
cycle. But all these theories, although they 
are longer purely monetary, monetary 
factors enter more less importantly and 
not only the trivial sense that everything 
that happens money economy (as dis- 
tinguished from barter) wears monetary 
garb. 

The theories which use the various build- 
ing blocks just mentioned vary greatly not 
only content but also the degree 
formal refinement. 

Let first say word the latter aspect. 
The earlier theories have relied verbal 
analysis and rough estimates magnitudes. 
Since the pioneering article Frisch, Pro- 
pagation Problems and Impulse Problems 
Dynamic Economics (11), Lundberg’s cele- 
brated Studies the Theory Economic 
Expansion, and especially since the formal 
marriage multiplier and acceleration prin- 
ciple (who earlier lived together under dif- 
ferent names illdefined relationship), 
great change has come over business cycle 
theorizing. The theory has been formalized 
complete endogenous sequence models us- 
ing difference and differential equations. The 
earlier models were linear but soon non-linear 
models with floors ceilings asym- 
metries stochastic variables», and ex- 
ogenous shocks were added. Not only ma- 
thematical blueprints but full-blown econo- 
metric models relating individual countries 
even the whole world with constants 
and parameters statistically evaluated are pour- 


(11) Economic Essays Honour Gustav Cassel, London, 
1933- 
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ing from single scholars’ studies and statistical 
laboratories like automobiles from the assem- 
bly line. 

This surely very interesting develop- 
ment and this type approach undoubt- 
edly worth trying and perfecting: But there 
can hardly doubt any- more that far 
the results have been most disappointing. The 
multiplicity more less inconsistent mo- 
dels, many them based broadly plausible 
assumptions and, the econometric type, 
fitting the data from which they are derived 
fairly well, but none them standing 
the test extrapolation beyond the period 
from which the data were taken this 
spectacle that not calculated inspire 
confidence. 

But let return the substantive ques- 
tion concerning the role monetary forces 
the cycle. would seem valid 
generalization that purely monetary explan- 
ations have become increasingly unpopular 
and although most current theories are mixed 
the sense that monetary and real factors 
interact, the monetary factor has been more 
and more deemphasized and relegated 
merely passive permissive role. 

Let consider, example, Hicks’ 
classic Contribution the Theory the 
Trade Cycle the most elegant and most 
carefully elaborated specimen variety 
similar systems. 

His principal model runs almost entirely 
terms: Consumption expenditure 
function real income; investment 
function the rate change real income; 
there physical ceiling which may may 
not hit and, owing the physical impos- 
sibility using durable capital faster than 
wears out, the accelerator weaker the 
downgrade than the upgrade. Wages are 
supposed perfectly rigid and are prices 
(with minor qualifications). 

the basic model money plays purely 
passive role; monetary circulation automati- 
cally expands during the upswing and auto- 
matically contracts during the downswing 


the cycle (12). Money mere veil rather 
tricot (as Mises used put (13) which faith- 
fully reflects without distortion the contours 
the economic body and all its changes. 

Although Hicks regards the real model 
the heart his theory and the latter 
adequate picture reality, too much 
realist rely entirely the real part 
his theory for the explanation actual 
cyclical experience. the last two chapters 
his book introduces the monetary 
factors very active element and thus 
modifies his theory more drastically than 
appears the surface than 
seems admit. But let spend few more 
minutes the real models. 

Although these models money plays 
active role the sense that deliberate 
inflationary measures, rising prices, falling 
interest rates lowered credit standards are 
required explain cyclical upswing nor 
the opposite all this account for the 
depression phase money 
essential because the upswing could not pro- 
ceed unless the supply money were elastic 
the sense that either increased without 
sharp rises the interest rates (14). there 
not sufficient scope for expand the 
monetary authorities must permit 
sufficient that they refrain from counteracting 

The downturn brought about entirely 


(12) Monetary complications are, however, invoked ex- 
plain one feature actual cyclical experience which Hicks’ 
opinion cannot accounted for his real» model. 
thinks that after the downturn the contraction output usually 
proceeds faster than the mechanism would 
lead one expect. introduces intensifier what 
Pigou many years ago (in his Industrial Fluctuations, 1926, 
which this day has kept remarkably fresh) called the deto- 
nation bankruptcies and business failures into which the 
upswing explodes. For this concession realism Hicks was 
promptly rebuked Kaldor who believes that also this parti- 
cular feature the cycle can explained the real 
mechanism. 

(13) Needless say Mises did not accept the view that 
money was mere tricot. 

(14) true there has been strong tendency discount 
the importance the interest rate but has hardly gone 
far deny that sharply rising interest rates would act 
brake the expansion. 
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the «real» mechanism and during the 
downswing the role money even less 
important than the upswing; for while 
the monetary authorities can always stop 
slow down expansion they can nothing 
very little soften contraction (although 
they could presumably intensify When 
the «real» forces decree contraction 
shrinks inexorably and monetary policy 
prevents from shrinking (or expands it) 
the result simply offsetting drop 

There can hardly doubt that this 
account greatly underestimates the importance 
monetary factors producing the major 
cyclical swings actual experience. What 
open question the degree distortion 
the true picture. While realize that many 
those who have put forward real models 
the cycle would ready admit that their 
picture the cycle liable changed 
somewhat the operation monetary fac- 
tors, still believe that modern theory has 
tended grossly underestimate the import- 
ance the monetary factors. Not only 
the field business cycles, but other areas 
well alleged stubborn structural and 
real instabilities and impediments neces- 
sary adjustment have been overemphasized and 
overestimated the expense monetary fact- 
ors and the closely related element price 
and wage rigidity. This matter great 
importance which has farreaching policy im- 
plications (15). 


Monetary Factors Depressions. 


The operation monetary forces espe- 
cially conspicuous depressions. But the 
seeds depression are sown during the boom 
and they are not entirely origin. 

Let enumerate few instances which 
monetary factors have notoriously greatly in- 
tensified depressions although perhaps not 
brought them about. 


(15) Thus was necessary rediscover monetary policy 
See Prof. Ellis’ celebrated article The Rediscovery Money 
The same felicitous phrase was used Prof. 
Heilperin. 


The Great Depression the 1930’s the 
U.S. was made much more severe than 
would otherwise have been the wholesale 
destruction, through bankruptcies, banks 
and bank money. surely not essential 
feature the real cycle that the banking 
system should collapse during the depression. 
The same thing happened several other 
countries and the breakdown the gold 
standard, the liquidation the gold exchange 
standard, and the international scramble for 
liquidity essentially the same monetary 
process the international level. 

gratifying see prominent cham- 
pion the real cycle theory like Professor 
Hicks himself emphatically stressing the basic- 
ally monetary nature the Great Depression 
thereby flatly rejecting explanations 
the events the 1930’s, his multiplier- 
acceleration theory, well the secular 
stagnation thesis. 

Let quote the relevant passage hidden 
away 


not see that there any adequate reason 
suppose that the real boom 1927-9 was all 
exceptional boom; the accelerator mechanism, and 
nothing else, had been work, should not have 
been followed exceptional slump. But the 
slump impinged upon monetary situation which 
was quite exceptionally unstable. The main cause 
this instability was not the purely superficial specul- 
ative over-expansion which had occurred New 
York 1928-9; its roots went much further back. 
The monetary system the world had never adjust- 
itself all fully the change the level 
money incomes which took place during and after 
the war 1914-18; was trying manage with 
gold supply, which was terms wage-units ex- 
tremely inadequate. Difficulties the postwar ad- 
justment exchange rates (combined with the vast 
changes which the war had produced the creditor- 
debtor position important countries) had caused 
the consequential weakness particularly con- 
centrated certain places; particular central banks, 
for instance the Bank England and the Reichs- 
bank, were therefore particularly incapable 
forming their usual function last 
(16). 


(16) Loc. cit., 163. This explanation does not quite fit 
the American case. cannot well said that the monetary 
(gold) base the U.S. economy was too narrow even though 
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This explanation the Great Slump has 
long been propounded continental Europe- 
economists, notably the late Charles 
Rist, but has not found many supporters 
among Anglo-American economists. 

Two general observations are called for 
First, should stressed that price rigidity, 
which practice primarily wage rigidity, 
essential prerequisite any monetary 
explanation. This remark must, however, not 
interpreted mean that everything would 
put right and cyclical instability could 
banished introducing wage flexibility. The 
problem much more complicated, because 
the existence fixed contracts and possible 
adverse dynamic and expectational repercus- 
sions perfectly flexible wage and price 
system. 

Second, well known that throughout 
the century the British monetary system 
operated very narrow gold reserve. This 
narrowness the monetary base made for 
jerky credit policy, because forced the Bank 
England react sharply slight cash 
drains. Thus contributed monetary in- 
stability throughout the century (17). 
The growing wage rigidity the century 
made that system unworkable. 

well known, although often forgotten, 
that monetary mismanagement, namely, the 
revaluation sterling after the first world 
war, without the necessary wage adjustments, 
was responsible for the semi-stagnation the 
British Economy during the (18). 


the dollar was later devalued terms gold. The speculative 
orgies the late were not superficial Hicks thinks; 
they surely contributed much the collapse the banking 
system. 

(17) all this and for references the contemporary 
literature see especially Studies the Theory Inter- 
national Trade, chapter 

(18) This outcome was correctly foretold his 
pamphlet The Economic Consequences Mr. Churchill, 1925. 

As. Prof. has pointed out Nationalism 
and International Stability, London, 1937, 44) Keynes’ warn- 
ing was based orthodox teaching. hundred years ago 
Ricardo letter Wheatley said, never should 
advise government restore currency, which was depre- 
ciated 30%, par; should that the currency 
should fixed the depreciated value (Ricardo, Sraffa 
edition, Vol. IX, 73). 2oth century conditions 


The Great Depression the offers 
many parallels with that the too 
was greatly intensified monetary factors, 
both the U.S. and Europe. the U.S. 
large budget surpluses followed the deficits 
during the Civil War and the premium 
gold was gradually reduced from percent 
1865 zero 1879 (19), the terminal year 
the depression situation which many 
respects resembles the British position the 
True, the general 
ground century U.S. vs. century 
Britain entirely different, but the differ- 
ence the surrounding conditions makes the 
similarity the outcome all the more remark- 
able and serves support the hypothesis that 
the monetary factors were both cases 
decisive importance. 

These are conspicuous and notorious cases 
which depressions have been intensified 
monetary factors. Similar though less 
conspicuous and serious monetary disturbances 
entailing credit contraction, pessimistic expect- 
ations and inducement increase liquidity 
(reduction can found practically 
every but the mildest depression. 


Monetary Factors During Business Cycle Up- 
swings. 


While is, thus, easy point instances 
which depressions have been greatly in- 
tensified monetary factors and policies dur- 
ing the depression and while, following Pigou 
and Hicks, may venture the generalization 
that many less conspicuous cases than those 
mentioned the severity depressions has 
been enhanced monetary repercussions 
financial crises, the role monetary factors 
the upswing and boom phase the cycle 
much more controversial and difficult 
assess. 


take that hardly anyone would defend 


wage rigidity, most economists would say that 10% over- 
valuation too much dealt with deflation rather than 
devaluation the currency. 

(19) See American Business Cycles 1865-79 
American Review, June 1951, pp. 
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nowadays the proposition, and certainly 
would not myself, that the 
the upswing and the subsequent depression 
(in some sense) some general price level 
constant. Hence the failure 
monetary policy conform any simple 
rule cannot held responsible for the fact 
that booms not last forever and are always 
followed depressions. But from the fact 
monetary rule which, observed during the 
upswing, would guarantee perpetual prosper- 
ity, does not follow that the behavior 
money monetary policy during the upswing 
cannot greatly contribute the severity the 
following contraction. 

The length and severity depressions 
depend partly the magnitude the real 
maladjustment which developed during the 
preceding boom and partly the aggravating 
monetary and credit factors already mentioned 
the scramble for liquidity financial 
institutions well others, destruction 
bank money bank failures, and similar 
events the international level. 

While monetary arrangements and policies 
during the upswing probably cannot entirely 
prevent the emergence real maladjustments 
except perhaps preventing the upswing 
itself imprudent monetary policies surely 
can aggravate them; moreover, the financial 
crises which frequently mark the downturn 
the cycle and the monetary and financial 
complications during the depression are partly 
the consequence monetary forces 
icies operating during the preceding expan- 
sion. 

The term «real must 
sense (20). There are alternative types 
such maladjustments and not wish 


(20) the economic literature clesely associated with 
Hayek’s theory the cycle. However, the real malad- 
which Hayek describes, over extension the period 
term) only one kind maladjustment out multitude 
possibilities, and not the most likely most easily ascertainable 
one. 


suggest that there presumption that every 
boom breeds the same kind trouble. Let 
mention only two three types. 

The Harrod-Hicks theory (envisaged also 
other writers) that when expansion runs 
head into full employment ceiling (which 
need not rigid barrier but may 
flexible bottleneck zone) induced investments 
will collapse (21), describes one kind real 
maladjustment. 

Another type maladjustment the one 
described Schumpeter. can character- 
ized temporary exhaustion investment 
opportunities the particular area which 
the boom was concentrated. The chances that 
there should general and chronic dearth 
investment outlets for current savings (as 
distinguished from temporary one 
particular area) are remote and sub specie 
historiae far-fetched that can ignore 
them (22). 

While these real maladjustments are closely 
tied with growth and expansion itself and 
are most difficult diagnose and avoid 
(except preventing the 
most upswings are characterized varying 
degrees excesses which least postfestum 

appear unnecessary, and avoid- 
able, even though the line which separates 
them from the maladjustments mentioned 
earlier cannot always drawn neatly 
the time when things are going well. 

What mean are speculative excesses the 
real well the financial sphere: overop- 


(21) other words, capital widening comes end 
and since capital deepening quickly take the 
slack, aggregate investment bound fall and depression 
ensues. 

(22) This does not, however, alter the fact that every 
severe depression experience revival lay and expert cir- 
cles alike the theory that most not all depressions are the 
chronic lack investment opportunities 
only given during the following upswing and re- 
placed the minds many the opposite point view 
the effect that have last conquered the business cycle 
and entered the new era perpetual prosperity. This illus- 
trates the Konjunkturgebundenheit economic thinking 
and can claimed supporting evidence those economists 
who stress the importance the psychological factor the 
generation the business cycle. recent years Prof. 
has dwelt upon the psychological factor his 
monumental volume Business Cycles. 
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timistic overproduction particular lines 
industry and overbuilding, speculative land 
booms and speculative overinvestment 
inventories (23), and the financial sphere, 
excessive speculation the stock exchanges. 

mainly this area that money and 
monetary policy become important during the 
upswing. These unhealthy developments 
are not possible, least not possible the 
large and disturbing scale which 
actually occur, without excessive credit ex- 
pansion. is, course, often difficult 
diagnose such developments when they occur 
and most difficult task monetary policy 
prevent inflationary excesses without en- 
dangering expansion itself; easy rule such 
stabilizing some general price level will 
believe, that these things happen every 
major upswing and that they breed financial 
upheavals and revulsions which then greatly 
contribute the severity the succeeding 
deflation and depression. 


The Comparative Importance Monetary and 
Real Factors the Cycle. 


general conclusion that monetary 
factors and policies play important role 
generating economic instability. large 
part modern cycle theory has unduly 
neglected monetary factors and overplayed 
the real factors, although most proponents 
real theories the cycle find neces- 
sary bring monetary factors modify- 
ing elements some stage before applying 
their theories the cycle the real world. 

Let now raise the quantitative 
Suppose the various destabilizing monetary 
complications which have enumerated could 
avoided institutional reforms and skilful 


(23) suspect that the non-speculative inventory cycle 
based multiplier acceleration mechanism (analyzed 
masterly fashion celebrated articles) only 
small part the real story and that inventory cycles without 
price speculation and monetary stimuli (elements which play 
part Metzler’s theory) would mild and uninteresting 
affairs. 


monetary policy; would that damp down the 
cycle drastically would not make much 
difference? other words, the real 
cycle without the so-called complications 
really very serious problem? 

This is, course, extremely complicat- 
question. cannot hope the course 
one lecture formulate with all the care 
and precision which requires, let alone 
give well-documented answer. 

But let make bold and suggest tentative 
answers some subdivisions the main 
query. 

the wholesale destruction bank money 
during depressions through bank failures, runs 
banks, lack confidence the financial 
institutions well analogous phenomena 
the international sphere could avoided 
modest minimum program monetary re- 
form catastrophic slumps the 
would eliminated. Avoidance mistakes 
such the revaluation the Pound after 
the first world war and modest policy 
monetary expansion speaking now 
monetary policy, not fiscal policy, i.e. the 
creation counter cyclical budget deficit 
depression) would make prolonged periods 
semi-stagnation like that the British 
economy the 1920’s extremely unlikely. 

If, addition this, inflationary and 
speculative excesses during cyclical expansions 
were prevented and mild counter cyclical 
budget policy adopted, cyclical instability 
would damped down moderate propor- 
tions. other words, the «real» cycle 
without the monetary complications (com- 
prehensively defined) is, judgment, 
rather mild affair. 

What are the chances that the monetary 
complications will fact avoided hence- 
forth? think that majority economists 
would agree that the chances are good far 
anti-depression policy concerned. Run- 
away deflation, like the 1930’s, is, believe, 
out the question everywhere, even the 
most capitalistic countries. More than that, 
far anti-depression policy concerned, 
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there certainly more danger most 
countries too soon and too much rather 
than too late and too little. Does that mean 
that have reached the millenium econom- 
stability? Now, far employment 
concerned, there probably little chance 
anywhere prolonged mass unemployment 
due deficiency effective demand. True, 
this does not exclude unemployment due 
lack cooperating factors. But dislocations 
where that happens large scale are ex- 
ceedingly rare (24). 


Secular Inflation. 


But for other dimensions economic sta- 
bility than employment, for example, for 
price stability, the outlook definitely not 
good. The low tolerance for unemploy- 
ment, the strong inclination suspect 
incipient major depression every slight 
actual imagined dip economic activity, 
the high propensity apply anti-depression 
measures all that coupled with the power- 
ful urge invest and develop, the constant 
pressure organized labor for higher wages 
and, some countries, organized agricul- 
ture for higher prices, makes for secular, 


(24) Such conditions existed after the war war-ravaged 
countries due lack raw materials, machinery, and 
transportation. The spectre that kind unemployment 
arose some countries such Britain during severe balance 
payments crises; but never came pass. Some theorists 
have played with the idea that this kind unemployment 
exists chronically disguised form underdeveloped coun- 
tries. based the assumption constant coefficients 
production, that say that capital and labor can com- 
bined only one two fixed proportions (rectangular 
least angular production functions). Capital scarce, hence 
much labor must remain unemployed. The assumption that 
such conditions should exist the long run not for particular 
narrowly defined industrial processes but for industry whole 
broad subdivisions, seems unrealistic the point 
being preposterous. must pointed out, however, that this 
same phantastic assumption underlies the famous Harrod-Domar 
model long run economic growth. 

These theories constitute other extreme examples the 
modern propensity overemphasize real factors and look 
for real, this case literally physical rigidities, instead for 
monetary factors, price and wage rigidities and the like (For 
able criticism the Harrod-Domar model see 
Some Questions about Growth American 
Economic Review, March, 1954). 


intermittent continuous, creeping gallop- 
ing inflation. 

Continuous galloping inflation found 
some underdeveloped countries Chile 
perhaps the most extreme recent example. 
There can doubt that retards growth 
(through lowering the allocative efficiency 
the economy and discouraging saving) even 
acute depressive reactions can avoided. 

the advanced industrial countries secular 
inflation threatens the form creeping 
and intermittent rise prices. That 
say, prices rise over the long pull 
average rate few percent per annum, 
not steadily but waves, periods rapidly 
rising prices being interrupted shorter 
periods stable even slightly falling prices. 
This insidious process which not easy 
diagnose and the consequences which 
there little agreement between economists, 
least long the average price rise not 
more than, say, year. 

not going speculate about the 
average annual speed and time shape which 
secular inflation will begin have serious con- 
sequences. shall instead discuss one aspect 
the causal mechanism which brings about 
this condition and one its consequences 
the international level. 

Bronfenbrenner (25) points out, there 
are two different explanations the tendency 
the industrial countries the 
wards secular creeping inflation. The one 
school blames the pressure groups organiz- 
labor and organized agriculture; the other 
blames monetary policy which has become 
lax under the influence the Keynesian 
thinking our time. According the first, 
the price level gradually pushed 
rising wages; according the other view, 
pulled monetary policy. 

Money plays, course, its role both 
schemes. Labor unions could not push the 
price level unless monetary policy gave 
way. should also observed that 


(25) Some Neglected Implications Secular Inflation 
Post-Keynesian Economics (1954). 
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not necessary that labor organized one 
huge bloc (as actually some countries) 
force the whole wage level one big 
push. For the inflationary mechanism work, 
sufficient condition that big chunks 
wages forced here and there some 
the large unions. The forces competition 
and actions other unions can then relied 
upon rapidly generalize these increases. 
Pull and push always interact once the up- 
ward movement has started. Thus the differ- 
ence between the two schools seems degen- 
erate into one the hen and egg variety. 

But there remains important operational 
difference. Although both schools agree that 
despite union pressure wages the price 
level could held, monetary policy stood 
firm (as had under the gold standard), 
the pressure group school asserts (or implies) 
that monetary policy does stand film, wages 
(or some wages) will pushed anyway. 
consequence unemployment will appear 
and monetary authorities are then confronted 
with the dilemma either create certain 
least from time time rise the price 
level. 

The other school takes more optimistic 
position. According them there such 
dilemma. the monetary authorities stand 
firm wages will not rise will rise only 
little. small amount unemployment 
the mere threat unemployment will 
ciently persuade the unions desist from 
wage demands excess the gradual in- 
crease over-all labor productivity. 

Given the fact that the tolerance for 
unemployment our time low, the differ- 
ence opinion between the two schools thus 
reduces one’s estimate the power and 
policy labor unions and employer reactions. 
Obviously much depends also public opin- 
ion and government policy. 

inclined side this issue with 
the pessimists (26). But this certainly 


(26) Bronfenbrenner too (op. cit.) the pessimistic side 
The optimistic view represented members the 


question which would unwise take 
dogmatic position. The power and policies 
labor unions well the behavior 
employers, reactions public opinion and 
government policy differ from country 
country and although the trend has been 
everywhere the free world the direction 
increased union power towards laboristic 
society (Slichter), this trend obviously de- 
pends political and social forces whose 
future course cannot foreseen. The econo- 
mist has certainly special expert quali- 
fications for making such prophecies. 


Instability the International Balance 
Payments. 


now come last topic which dra- 
matically illustrates the modern tendency 
look for deepseated structural defects and 
see stubborn real stumbling blocs the 
maintenance stable equilibrium where 
reality faulty monetary policies and the rigidity 
certain key prices provide perfectly satis- 
factory explanation for the existing disequili- 
brium instability. 

While closed economy with unified 
monetary and banking system, free mobility 
funds and fair degree mobility 
labor, secular inflation per year 
may not have deleterious effects for quite 
some time, least not clearly visible ones, 
the actual world, consisting does 
different countries with different monetary 
systems and policies, little mobility 
capital funds and labor between them, even 
small deviation the rate inflation be- 
tween different countries must almost imme- 
diately lead balance payments disequili- 
bria. 

What holds differences the degree 
secular inflation is, course, also true 
deviations timing and magnitude cyclical 


ments the Significance Labor Unions for Economic Policy 
The Impact the Union, New York, 1951, and 
Full Employment, and Inflation, 
American Economic Review, March, 1950. 


— 
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and other short run expansions and contrac- 
tions. Analytically is, moreover, only the 
other side exactly the same problem, the 
disequilibrium the balance payments has 
been caused initially shift international 
demand (however brought about). 
case the persistence the disequilibrium can 
said due the failure the monetary 
mechanism bring about 
divergency between the rate expansion 
the surplus country and that the deficit 
country (27), while the cases mentioned 
before the disequilibrium the balance 
payments was caused the appearance 
disequilibrating divergence the same sort. 

But let concentrate the chronic case, 
because illustrates most clearly the point 
wish make, namely, the contemporary pro- 
pensity overemphasize factors and 
neglect monetary factors 
rigidities. 

There to-day much more agreement than 
there was few years ago the proposition 
that the basic reason for the chronic (con- 
tinuous intermittent) balance payments 
deficit, alias Dollarshortage from which 
many countries are suffering found 
the fact that the deficit countries have, for 
variety reasons, higher propensity 
inflate than the surplus countries. (It should 
stressed, however, that grossly mislead- 
ing speak shortage the U.S. Dollar 
only. The same shortage applies just much 
the Canadian Dollar, Mexican Peso, Vene- 
zualian Bolivar, Swiss Franc, more recently 
also the German Mark, Dutch Guilder 
and other currencies which are more less 
freely convertible into U.S. Dollars). 

The reasons for high propensity 
inflate are, course, many. Some are 


(27) The equilibrating mechanism can the gold stan- 
dard type (stable exchanges, expansion the surplus countries 
and contraction the deficit countries) can use the tech- 
nique flexible exchanges under which expansion and con- 
the local currency circulation necessary. Com- 
plications caused price and wage rigidities and consequential 
changes employment speculative movements capital 
cannot discussed here. 


nature, others are deeply rooted the recent 
more distant historical development 
country; still others are very «real». is, 
for example, easy understand why for 
some time after the war was almost impos- 
sible for war-torn and ravaged countries 
restrain inflation (of the open repress- 
variety); moreover, stands reason 
that countries with low tolerance for unem- 
ployment, elaborate social welfare establish- 
ment, exhorbitant rates direct taxation, 
agressive trade unions, will constantly strain 
against the leash; similarly, not surprising 
all that poor and backward countries when 
they wake and set their minds develop 
hurry and catch with the more develop- 
countries, are continuously tempted over- 
spend their meagre resources and live 
beyond their means. 

With such wealth explanatory mater- 
which offers unlimited oppor- 
tunities for bringing into play propensities 
asymetries (28), demonstration effects 
and many other gadgets dear the heart 
the economic theorist, difficult under- 
stand why anyone should find necessary 
fall back such implausible and farfetched 
hypotheses the sudden appearance the 
fourth decade the century stubborn 
real inelasticities international demand (of 
whole continents and great variety coun- 
tries) the equally bizarre theory that, 
again beginning with the third fourth 
decade our century, balances payments 
(and terms trade) must turn inexorably 
favor the most rapidly progressing 
countries. 


10. Summary and Concluding Remarks. 


main conclusion is: Monetary factors 
comprehensively defined bear heavy share 
responsibility for short run economic insta- 
bility for the ordinary business cycle (again 
comprehensively defined) well for the 


(28) See c.g. L’asymétrie balance 
des paiements, Revue Economique 1954, 166-89. 
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instability and chronic disequilibria the 
balances payments. 

mean active policies inflation deflation 
the having become almost 
able since the Great Depression and the rise 
Keynesian thinking but also monetary 
repercussions financial crises which fre- 
quently mark the upper turning point 
the cycle occur during the downswing 
irrespective whether the downturn itself 
can cannot attributed monetary 
factors. For example, the collapse the 
American banking system the 1930’s, the 
downfall the gold standard, the ensuing 
sudden liquidation the gold exchange 
standard, withdrawal international credits, 
hot money flows and the general scramble 
for liquidity all these and similar events 
the national and international level are mone- 
tary factors. these things could avoided, 
catastrophies like the Great Depression would 
impossible and other cycles would 
mitigated. 

define the concept monetary fac- 
include its effects that part existing 
instability which would disappear the event 
that monetary policy succeeded (in addition 
preventing the monetary disturbances men- 
tioned above) imparting mildly anti- 
cyclical pattern the supply money and 
credit monetary factors would respon- 
sible for still larger share economic in- 
stability. other words, the amplitude 
the cycle would sharply reduced mone- 
tary factors that comprehensive 
became inoperative (which 
omission the part the monetary autho- 
rities). 

This does, however, means imply 
that non-monetary factors are im- 
portance. 

First all, the monetary factors operate 
which possesses certain non-monetary features 
that make the system respond the monetary 


forces does. One could easily imagine 
economic system which the monetary 
factors would not produce large swings 
output and employment but only fluctuations 
prices, which would much less serious 
matter. If, for example, deflation did not 
breed pessimism and inflation did not produce 
exaggerated optimism (29), addition 
wages and prices were flexible and there were 
large fixed monetary contracts, the effects 
monetary instability aggregate output 
and employment would much smaller that 
they are the real world. 

The monetary factor, the psychologi- 
cal» factor and the factor are 
complementary the strict sense the word 
and reinforce each other. The resulting insta- 
bility their joint product and therefore 
quite legitimate attribute each these 
factors substantial share the existing 
economic instability such way that the 
sum their (alternative) shares greatly exceeds 
the total (30). 

Second, not wish discount complete- 
for short run purposes fixity 
capital coefficient postulated the acceler- 
ation principle although even the short 
run the capital-output ratio (and labor-output 
ness cycle models assume (31). Nor would 
ignore the multiplier. But the acceleration 
principle plus multiplier, unless combined 
with and reinforced monetary factors, 
psychology and rigidities would hardly pro- 
duce more than mild 
fluctuations. All these factors together bring 
about that our economic system subject 


(29) Prolonged and too rapid inflation may, course, 
produce pessimistic reactions. 

(30) This has been pointed out many years ago 
his Industrial Fluctuations, 2nd ed., London, 

Part. Chapter 22, says: possible that more 
than one factor may dominant cause fluctuations the 
sense that, were removed, the amplitude these fluctua- 
tions would reduced insignificant proportions 

(31) assume that rigid the long run subject 
only autonomous changes (due technological innovations) 
and not equilibrating adjustments seems hopelessly 
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cumulative, self-reinforcing processes 
expansion and contraction. 

Third, there are autonomous changes 
aggregate expenditure, especially the concen- 
trations followed later slumps invest- 
ments demand (including demand for con- 
sumer durables) caused technological inno- 
vations and above all wars and preparations 
for war. These real obviously 
contribute their share economic instability. 
But judgment mainly their role 
starters, intensifiers and interrupters 
cumulative processes that they their destabi- 
lizing work. That say, the propa- 
gation problem more important than the 
impulse problem And the propagation 
mechanism, the way which the economy 
responds outside impulses, the monetary 
factor plays decisive role. 

One important reason for this hypothetical 
evaluation the historical experience that 
modern economies frequently 


impulses and shocks their stride while 
other occasions they seem react strongly 
modest shocks. Recent history offers numerous 
examples. Let mention the transition from 
peace war and the transition from war 
peace, the latter entailing tremendous sud- 
den drop government expenditures; another 
example the reconstruction war-torn 
such Italy, Germany, Au- 
stria and the subsequent levelling out 
these economies into more normal course 
development. These shocks, which were 
absorbed with surprising ease, were certainly 
incomparably more severe than those that are 
supposed have started the Great Depression. 

conclude that the response mechanism 
more important than the severity the ex- 
ternal shocks and the response mechanism 
monetary factors play most important role. 


John Law, Banker and Economist 


recent years, the ferment new 
ideas set motion Keynes has led 
number attempts re-assess John Law’s 
position, some cases even with apologetic 
overtones, his rehabilitation econo- 
mist and banker was now overdue. 

History Economic Analysis, has given 
prominence Law’s ideas, theoretician 
cartalism and advocate the view 
that the economy large country can 
controlled the manipulation financial 
levers. And not chance has Harsin contin- 
ued, for over score years, devote his 
learned researches the exhumation Law’s 
works and has even held out hopes sup- 
plying une histoire approfondie 
définitive systéme together with bio- 
graphie détaillée the Scotsman’s versatile 
figure 

the meantime detailed biography 
Law, the banker has come out Italy. 
Magri who gives workmanlike and 
well balanced overall picture Law’s life, 
works and writings (2). 

Magri’s study breathes spirit calm, 
unruffled objectivity. portrays Law 
half revolutionary, half and 
chaotic mixture good and evil, 
genius and folly This judgment, con- 
trast the apologetic overtones referred 
above, makes even more essential 
deeper into the good and bad sides 
make up, start the ball rolling again, 
several Law’s most characteristic thoughts 
and actions. 


Ocuvres 1934 (pp. and x1). 

(2) strana Vita del Banchiere Law (The 
Strange Life Banker Law), 1956. 


thought and action influence each other, 
since both are indissolubly interwoven. The 
banker’s mistakes practice can traced 
back the mistaken conceptions. 
Conversely, the writer’s vogue, the present 
eagerness exhume and evaluate everything 
wrote, mainly due his notoriety 
the inventor the system reality, 
cannot said that, from the point view 
the history economic theory (especially 
the history analysis, theorems and models), 
his voluminous writings subsequent 
«Money and Trade» (1705) broke fresh 
ground, least regards money and 
credit (3). grasp Law’s thought, therefore, 
may confine our attention Money 
and And may even sufficient, 
and indeed more the point, consider 
only the two basic ideas, which, shall 
see, constitute the fabric his thought and 
which crop almost every page. 

the same token, not feel that 
shall making contribution the more 
accurate understanding Law’s originality 
and fertility» (4) attach overmuch 
importance Law’s defence, that work, 
«ideal» currency with constant 
purchasing power. The price revolution caus- 
the flood precious metals from the 
Americas had brought home the instability 
the purchasing power gold and silver, 
point which had been stressed Bodin 
his well known Response Malestroit (1568); 


(3) With the single exception the Mémoire sur 
des monnaies (1707) which (at pp. 191-193) formulates Law’s 
clause which reference made below note (11) 99. 

(4) the sense which uses these words (in 
Moneta Lavoro, 1956, 159), referring, that is, Law’s 
lead over other contemporary thinkers and his survival 
posterity respectively. 
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and, taking his target the stability the 
currency’s purchasing power, Law was merely 
echoing widespread aspiration the times, 
indeed the overriding aspiration medieval 
Einaudi (5) puts towards the 
perpetual, the unchanging, the universal, 
which the counterpart was horror the 
transient, the mutable, the particular with- 
out, incidentally, realising that this aspiration 
was then, now will the wisp. had 
already been observed Locke (6) that 
impossible have any standing, unalterable 
measure the value The same 
point was made Galiani who wrote that 
nothing less hoped for than perpe- 
tual stability permanence because that 
completely odds with all kinds order 
and the very spirit nature (7). 

Nor would justified crediting 
Law with originality and fertility for pointing 
out that currency devaluations (which that 
time were effected «raising» the value 
the actual currency terms money 
account reducing the weight the 
actual currency) were avail achieving 
favorable balance trade and hence 
increasing the volume money. However, 
this point, though doubtless pertinent, 
certainly not essential for the development 
the central ideas Money and Trade 
any case, had been expounded great 
length hundred years earlier Serra 
analysis this very question the causes 
which may lead abundance gold and 
silver kingdoms» (1613). And, Law 
did not know Serra’s Breve Trattato, 
was not unaware that the 
had been subsequently proved, concisely 
Petty (8) and diffusely Locke The same 


(5) Teoria della moneta immaginaria nel tempo 
Carlomagno alla rivoluzione francese, Rivista Storia 
intorno alle dottrine economiche, 1953, 

(6) Some Considerations the Consequences 
the Lowering Interest and Raising the Value Money, 
1692, 

(7) Della Moneta, 1750, 

(8) Quantulumque, 1682, qu. and 

(9) Some Considerations, op. cit., pp. 113 seq. and 
also Further Considerations Concerning Raising the Value 


applies the export bans money which 
were generally recognised being ineffec- 
tive. Serra, Petty and Locke, among others, 
explicitly (10). And the same point 
may made connection with many other 
features scattered throughout Money and 
Trade which have induced not few writers 
credit Law with originality and fertility 
which was far from possessing (11). 


Law’s two main propositions may 
deduced from the opening sallies Money 
and Trade»: firstly, his conception the 
development the economy and, secondly, 
his interpretation the nature money, 
what and what can become. 

the first these points, must 
admitted that Law brings out very clearly 
whatever was living and vital the mercant- 


Money, 1695, pp. seq. Studies the Theory Inter- 
national Trade, 1937, 60, Viner has shown that the effect- 
iveness raising the value had been denied far 
back 1559 unknown writer Memorandum the 
reasons moving Queen Elizabeth reform the coinage. 

(10) chapter Part III the Breve Trattato, qu. 
Quantulumque, pp. 115-116 Some Considerations and 
Further Considerations respectively. 

(11) This may illustrated the typical example 
Law’s clause (concerning the relation between the value 
gold and that silver) which would prefer attribute 
Galiani and rename the Galiani clause (in Teoria della 
Moneta immaginaria, op. cit., pp. 20-21), but which might also 
rebaptised the Locke clause since Locke had already 
shown that was impossible fix that relation law and 
could with advantage settled the free play the 
market (in Some Considerations, op. cit., pp. 167-169). 

the same way, Law, contending that the value 
metallic money not purely conventional value imposed 
the authorities Moneta Lavoro, op. 
161) ended taking the same line Locke, who had 
fact brought out that the intrinsic value precious 
metals influenced their use money, use legalised, 
general consent the authorities (in Some Considerations, 
op. cit., 30) was subsequently admitted Law his 
repeated references the added value attributed pre- 
cious metals, precisely because their use money. (The 
every now and then passing, the editions Some Con- 
siderations than 1692. That Law’s criticism was not 
reasonable had been appreciated Pagnini his notes 
the Italian translation Locke’s Considerations published 
Bonducci 1751, cf. Vol. any case, the 
question very long standing. footnotes pp. and 
291, his History Economic Analysis (1954) 
rightly links Locke’s conception with that Aristotle). 


ne 
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ilist outlook which had absorbed. 
showed that money not just mere veil 
but essential element the basic pro- 
blems the economy. And doing, 
acquires definitely modern touch, much 
that has been possible portray him 
credits increases the money supply not only 
with the expansion trade but also the growth 
production all sectors through the crea- 
tion wider and more intense employment. 
This was enunciated him dogmatically, 
something beyond question. tells 
so, right from the outset. «As Money 
The Poor and Idle were employ’d, 
more the Land was Labour’d, the Product 
Manufactures and Trade 
14) (13). 

And goes repeating this, almost 
every page, the end. Law makes 
bones about categorically affirming what 
implicit in, hinted by, other writers 
passing. 

There are limits, sees it, the 
beneficent influence money. Not only 
home, but also international trade. And 
this always brought about rise 
employment. domestic trade, there 
doubt that Addition the Money... adds 
the National Wealth, eases the country 
number Poor Idle, proportioned 
the Money added» (p. 16). And the 
international field, too, greater Addition 
the Money will imploy yet more People, 


(12) the opening essay his Studi 
Keynesiani under the heading forerunner; the modern- 
ity Law (1947). Fenizio writes: If, with the help 
Jannaccone, recall the main phases through which the system 
passed, but above all re-read Law’s works the light 
modern economics, and particular the latest Keynes, 
shall surprised find, works written two hundred years 
ago, the most date insights, arguments and deductions 
And had pointed out, the dedication his essay 
Moneta Lavoro, op. cit., that the essay itself retraces, 
the basis illustrations, from the monetary doctrines and 
tudes the past, aspirations, illusions, problems 
which the constant ebb and flow man’s thought and action 
reproduces even today, doubt with some additional compli- 
cations, but yet substantially unchanged 

(13) This and subsequent quotations are taken from the 


the.same People before employed more 
Advantage, which, making greater 
more valuable Export, will make Ballance 
due (p. 18). that the effectual way 
bring the Ballance our side add the 
Money (p. 158). And conversely, without 
some Addition the Money, tis not 
suppos’d years Export can equal 
the last; will lessen Money has lessen’d; 
part the People then being now 
idle; not for want Inclination work, 
for want Imployers, but for want Money 
imploy them with (p. 46). 

these extracts from Law, and many 
others, undoubtedly possible detect 
date insights, arguments 
and deductions But this does not seem 
throw any light the propositions 
enunciated Law. the contrary, casts 
shadow the recent tendencies which 
have referred. might even further 
and argue that Law’s merit consists making 
easier, the primitive ingenuousness 
his reasoning, identify those errors which 
hard track down among the twists 
and turns recent theories. 


One Law’s basic errors was 
attach almost exclusive importance what 
would nowadays call income effects 
(more specifically the effects increases 
the money supply the productive process 
mainly result full employment) and 
hence not give due weight the upward 
trend prices linked with these increases 
the money supply. This marked that 
gives the impression not being aware of, 
even meaning contest, the embryonic 
quantity theory which was not only already 
the air his day but had been consciously 


formulated England and elsewhere (14). 


Actually, Law was not unaware of, and 
even less did contest, the main propositions 


(14) his Studies, op. cit., 43, contends that 
Law meant attack the quantity theory. And ANGELL 
also suggests much his The Theory International Prices, 
1926, where writes inter alia: The refutation the quan- 
tity theory, least its raw material, given Law and 
Melon 218). 
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the quantity theory. Right the beginning 
Money and Trade warns the reader 
that Silver was lyable change its 
value, other Goods, from any change 
its Quantity, the Demand for (p. 6). 
This point which harps order 
throw into relief the process whereby the 
mass influx precious metals had forced 
down their value (pp. seq.). The 
singularity his position consists rather 
imagining that increase, even unlimited 
one, the money supply could absorbed 
parallel increase the demand without 
giving rise considerable decline its 
value, or, other words, rise prices. 
Galiani’s typical expression hinges his 
lack understanding the nexus between 
the extension demand and the diminution 
the value money; that the expansion 
demand the extent that and far 
not linked expansion trade (or 
increase the need for liquidity), cannot 
but connected with rise prices (15). 
was precisely this lack understanding 
which led him, quite logically, assume that 
the increase the quantity money might 
exert its influence almost exclusively the 
level the rate interest while the price 
level remained almost unchanged. And, given 
this position which, shall see, was 
entirely his, but entirely wrong, was easy 
for him prove that the effects the increase 
the quantity money the productive 
process might take the form continuous 


(15) this sense, would seem, that should 
interpret the phrase used his speech the 
House Commons the Bullion Report May 1811 
(published appendix the von edition, 1939, 
the Paper Credit Great Britain, 1802): Law considered 
security everything, and quantity nothing» phrase 
which has been thoroughly analysed 
Moneta Lavoro, op. cit., pp. and 77-78. 

that speech, Thornton added that, while there might 
bounds the demand for paper (or for money 
general) the increasing quantity would contribute the rise 
commodities; and the rise commodities require, and seem 
justify, still further increase that, wishing 
regulate the quantity money reference demand, Law 
neglected the influence quantity the value 
money, considering it, for these purpose, nothing 


crescendo, conferring almost unlimited benefits 
the course and the growth the 
economy. 

need only recalled that, even 
his day, people were aware the numerous 
advantages derived from low level 
the rate interest which had been regarded 
even then the corner-stone the economy. 
For if, the time, people contested the 
possibility and desirability effecting the 
reduction the rate ope legis legisla- 
tion), they were not unaware, any more than 
they are today, the advantages question, 
both the domestic and the international 
fields. The only point issue, then now, 
was whether the lowering the rate 
effect the progress the economy and 
whether, any case, the lowering could 
effected and maintained increasing the 


money supply. 


That what Law had hesitation 
claiming (16). And his day, other 
writers, including Locke, had the same stand- 
point. Locke, however, realised clearly that 
increase the quantity money had 
repercussions not only the level the 
rate interest but also the level 
prices (17). Whereas Law attributed far 
greater importance the possibility lower- 
ing the rate interest increasing the 


(16) number passagers Money and Trade (from 
on) and also the Mémoire sur les Decem- 
ber 1715 (at 283). 

(17) This conception colours his whole outlook prota- 
gonist the main tenets the quantity theory (including 
the concept the quickness circulation The dual 
effects the variations the quantity money explicitly 
brought out Some Considerations, op. cit.: money there 
such yearly income... secondly capable, ex- 
change, procure the necessaries conveniences life 
(pp. 48, well aware that the increase the 
money supply cannot but accompanied decline its 
value, since he, unlike Law, correctly interprets the connection 
between the expansion the demand and the decline the 
value money. For holds that, because the desire 
money constantly almost everywhere the same, its vent varies 
very little (p. 60). And hence its quantity alone (that is, 
only the quantity offered) enough regulate and deter- 
mine its value, without considering any proportion between its 
quantity and vent (p. 70). 
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quantity money, since, have seen, 
started from the assumption that the in- 
crease the money supply did not affect the 
price level. 

this respect, Law may rightly regard- 
monetary the rate interest 
Keynes», which fact make the 
same assumption the absence effects 
the level prices and wages. Which, 
must admitted, was not always clear the 
supporters the extreme versions these 
theories, the strength which politicians 
have embarked some none too felicitous 
experiments monetary policy such that 

any case, after the recent debates 
Keynes’ theories, can now maintained 
that this neutrality non-existent, or, 
more precise, somewhat precarious. that 
the influence the money supply the 
interest rate primarily temporary. That 
say, lasts just long does not have 
repercussions prices and wages (19). And 


(18) course the knowledge that was necessary take 
into account the level prices and wages well was not 
lacking among the percipient supporters and 
still less among their critics. The fact that this the Achilles’ 
heel monetary theories the interest rate has been demon- 
strated Liguidity Preference and the Theory 
Investment and Money (Economica, 1944, reproduced 
Readings Monetary Theory 1952). His conclusion that 
the dependence the rate interest the quantity 
money explained only the assumption rigid wages 
(section 17), that, long wages are flexible, the long 
run rate interest is. determined exclusively real factors 
(section 21). 

(19) this context, the following remarks 
Money, Credit and Commerce (1923, 257) spite 
opinion the contrary (in Keynes and the Classics, 1937) 
have again become extremely pertinent: The new currency, 
the increase currency, goes, not private persons, but 
banking centres; and, therefore, increases the willingness 
lenders lend the first instance, and lowers the rate 
discount. But afterwards raises prices: and therefore tends 
increase discounts. This later movement cumulative... 
Thus, fall the purchasing power money tends, after 
while, raise the rate discount and the rate interest 
long investments 

full demonstration this point had been provided, 
over century before, Paper Credit, op. cit., 
225, and even earlier Réflexions sur forma- 
tion distribution des richesses, 1176, para LXXVII, and 


there is.certainly case for ascribing Law 
the merit having erected such un- 
steady basis his conception the continuous 
crescendo the beneficent effects the quan- 
tity money the employment the Poor 
and and, thence, the course and 
growth the economy. And still less can 
any virtue his view the influence 
the money supply international trade, 
since the balance payments cannot fail 
unfavorably influenced trend prices 
and wages resulting from the deliberate ex- 
pansion the money supply (20). 


Thus, his unsound approach, together 
with his misunderstanding the connection 
between the extension the demand for and 
the diminution the value money, gra- 
dually carried Law very long way the 
the possibilities developing the economy 
expanding productive process. conception 
which, instead being based the magic 
credit or, put more clearly, the 
diffusion credit through sound institutions, 
rested almost exclusively the expansion 
pure and simple the quantity money 


Home the essay interest Political Discourses, 1752. 
Chapter IV) which refers Law. 

(20) this connection, too, may recall the work 
who has shown great length how unfounded 
contention, which summed Thornton follows 
(without explicitly mentioning Law’s name): The evil 
unfavorable exchange... arises from unfavorable balance 
trade, and from that only. The way preventing this evil, 
remedying it, unfortunately exists, increase the 
national industry and the way encourage industry give 
full scope trade and manufactures liberal emission 
paper. The balance trade will not fail rendered favor- 
able that abundance exportable articles which the labour 
thus excited must necessarily supposed create (in Paper 
Credit, op. cit., pp. 231 and 245). opposition 
such contentions all the more significant since admits 
that, generally speaking, additional industry will one effect 
extraordinary emission paper (p. 237) and later on, 
more specifically, that Mr. Law’s bank appeared for time 
have very powerful influence extending the demand for 
labour, and augmenting the visible and bona fide property 
the kingdom (p. 239, footnote). 
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the driving force and indeed the only 
force capable creating economic progress. 
much differentiate him from 
the mercantilist writers the age, who, 
while attaching great importance money 
(as the blood rather than the oil 
the system), were fully conscious the need 
for certain proportion between money 
and the other factors economic life (rang- 
ing from population international trade) 
and who even went far lay down the 
within which the quantity 
money might considered appropriate for 
each country (21). Law saw it, however, 
there room for the concept opti- 
mum proportion. Or, more exact, the 
word which occasionally 
uses (22) takes quite different meaning 
under his pen. this connection his failure 
understand the link between the extension 
demand and the value money comes 
into play. The optimum proportion for him 
the one which satisfies demand full. And 
so, without realising it, makes meaning- 
less. For him proportion (if may pardon- 
contradiction terms) unlimited pro- 
portion. much that are justified 
saying that lacks the sense what 


(21) Locke continually appeals the idea proportion 
both the domestic and the international sphere, Some 
Considerations, op. cit., from on, where talks 
certain proportion money necessary for driving such 
after pointing out that impossible estimate the quantity 
money needful trade goes emit some pro- 
bable guess the limits within which the quantities should 
vary. Similar conjectures had been advanced 
Quantulumque, op. cit., qu. 25. against this, Law, 
does not believe that the quantity money which country 
needs can calculated Which, see it, ex- 
plicable not Law’s realisation that impossible assess 
the amount exactly but his failure understand the limits 
the meaning the word defined below. 

Trade, the sense the number people work pro- 
portion’d the quantity (p. 14) and the opposite sense 
the Mémoire sur les Banques July 1715, where 
contends that est nécessaire Etat ait une certaine 
quantité monnaie proportionnée nombre ses peuples 
6). But, generally speaking, and particularly when ex- 
plains his project, lays stress the need ensure that 
the quantity money maintained always equal the 
Demand for 122). 


essential economics: proportions and 


limits (23). 


The negative elements emerging 
from our analysis far the first point 
Law’s thought are also met with the 
second characteristic feature, that is, 
conception, what money and what 
may be. 

this context, Law may represented 
the Idea Managed Currency (24). 
And true that, with far greater mastery 
than many other planners new banks 
launched both before and after him, 
demonstrated clearly the advantages the 
adoption credit money and addition 
foreshadowed the possibility and desirability 
not anchoring that money given weight 
metal. For that reason, may justifiably 
credited with the merit having initiated 
the theoretical discussion pure cartalism 
discussion which, its subsequent evolu- 
tion, has made possible single out more 
precisely the nature and the functions 
money (25). And also having developed 
cartalism its extreme degree growing 
logical complexity use the felicitous ex- 
pression Jannaccone (26), steering course 
among the concepts money account, 
imaginary money and ideal money postulat- 
power the monetary unit, rather than the 
constancy the quantity metal the unit 
itself (27). 

(23) There seems all the less case for arguing from 
solve the problem (of the optimum quantity 
money) laying down explicitly the pre-requisites full 
employment the working population and the constancy 
Moneta Lavoro, op. cit., 77- 

(24) This the title given, probably one 
the sections the History, op. cit., devoted Law (pp. 

(25) Arguing the same lines, opposing 
cartalism metallism, takes for granted that theoretical 
metallism untenable (in his History, op. cit., 289, 
note 5). 

(26) Moneta Lavoro, op. cit., 

(27) The goal constant purchasing power was envisaged 
Law only Money and Trade and any case was pos- 
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well known, Law was forced, 
his subsequent schemes, from the plan for 
Bank Turin 1711 the first time his 
system was put into practice with the Banque 
Générale 1716, fall back constant refer- 
ence given weight metal (the scudi 
banco i.e. bank ducats this way 
covered the same ground had been 
explored many other countries the 
1719 sliding down the inclined plane 
towards the current monetary unit with 
variable metal content (the livre Tours) 
when transforming the Banque Générale into 
the Banque Royale. 


Unfortunately, against these merits 
must set his lack appreciation (discussed 
earlier) the role proportions and limits, 
deficiency which comes out not only 
connection with the influence the money 
supply the course and growth the econ- 
omy, but also when comes consider 
what money can be. For does not realise 
that the essential condition for the mainten- 
ance being system credit money, 
especially not anchored free convertibility 
given weight metal, lies the ob- 
servation certain proportions and appro- 
priate limits the issues the money itself. 
other words, does not realise that credit 
money can completely replace metallic money 
only the extent that the quantity can 
regulated, i.e. limited relation demand 
any given circumstances. this connection, 
too, easy discern his failure under- 
stand the link between the extension demand 
and the diminution the value money. 
taking guiding principle for the issue 
paper money the maintenance the quan- 
tity money level always equal 


tulated him not objective per but being 
subsidiary his vital aim the creation credit money 
divorced from metal base. Not chance and not without 
reason does his The Theory Credit (1891), 
pp. 656, 658, emphasise that the essence Lawism, 
designate the scheme (of John Law), base Paper Money 
upon some other article value than specie 


demand (28) succeeded ruling out the 
very limitation which essential, sine qua 
non, credit money not lose its value 
and, ultimately, cease able discharge 
its monetary functions. 

the arrangements planned Law, the 
request for good Security does not really 
impose any limit the quantity money 
issued since laid down that the land 
put its current value. 

Not unnaturally, almost century was 
elapse before the need for such limitation 
was systematically demonstrated, once and for 
all, Thornton, who, while proposing 
show the evil too great and sudden 
diminution our circulating medium also 
emphasised the equally harmful consequen- 
ces too great augmentation it» not 
only the domestic sphere but also inter- 
national trade (29). And would absurd 
reproach Law with not having formulated 
these principles. One can, however, hold 
against him that had intuition them 


(28) For Law the principle does not admit any limitation. 
Whoever asks for money must satisfied, provided offers 
the bank real estate guarantee cedes landed property it. 
fact, according Law: the Commission not give out 
money when demanded, where good Security offered, 
hardship the person who refused and Loss the 
Country: For few, any, borrow Money keep 
them; and brings Profit the Nation, tho 
the Employer loses 122). 

(29) Enquiry into the Nature and Effects the 
Paper Credit Great Britain (p. 68, ed. cit.). 

The basic work Thornton’s has come back into the 
limelight late, and quite rightly so. Indeed, his theory 
now considered being more the point than Ricardo’s 
the light modern trends monetary theory. Thornton’s 
balanced outlook economist and banker will 
evident from the following directives the end Chapter XI, 
where they follow discussion of, inter alia, Law’s system: 
limit the total amount paper issued and resort for 
this purpose, whenever the temptation borrow strong, 
some effectual principle restriction; case, however, 
materially diminish the sum circulation, but let 
vibrate only within certain limits; afford slow and cautious 
extension it, the general trade the kingdom enlarges 
itself; allow some special, temporary, increase 
the event any extraordinary alarm difficulty, the best 
means preventing great demand home for guineas; and 
lean the side diminution, the case gold going 
abroad, and the general exchanges continuing long unfavorable; 
this seems the true policy the directors institut- 
ion circumstanced like that the Bank England 
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and that, any case, defended criteria 
for the control credit money running coun- 
ter these principles, which were making 
headway even his day. Indeed they had 
been adumbrated writings with which 
was familiar, such those Locke (30) and 
had also been applied the experiment which 
himself proposed repeat (31). 


The same remarks for the essence 
the two basic points Money and Trade» 
were made when discussed the secon- 
dary features. paraphrase famous dic- 
tum, might said that what original 
Law’s thought not fertile and what 
fertile not original. any case, there seem 
economist, term used and abused when 
referring Law. only remains seen 
whether, although genius that respect, 
was banker and whether the some- 
what severe judgments, especially econo- 
mist bankers such Thornton and Mac 
Leod (32) ought not given lower rat- 
ing than the rather indulgent appreciations 
some non-banker economists Nichol- 
son and Harsin (33). 


(30) See note (17) 

(31) The Banco del Giro (Deposit Bank) Venice was 
again and again forced reduce the quantity bank money 
partite deposit items) not because the demand for 
them had declined but bring them within the overall limits 
deemed necessary safeguard their value, and the financial 
magistrates frequently expressed themselves that effect 
their relevant reports the Senate Venice, shown 
Les banques publiques Venise (in 
History the Principal Public Banks 1934, pp. seq.). 

(32) the speech the House Commons from which 
have quoted, Thornton thought himself actually obliged 
apologise for mentioning name the same breath 
the Bank England Directors: Undoubtedly the name 
Mr. Law and that the present Directors the Bank ought 
not mentioned the same day, the general nature 
the two establishments, the comparative character the 
person presiding over them, were the only subject for consi- 
deration (p. 341). 

For his part, who certainly stickler for 
orthodoxy when comes credit, has taken anything but 
condescending line towards Law whose name has used, 
Lawism dub the various methods banking considered 
unacceptable him (in The Theory Credit, op. 
Ch. XHI, and The Theory and Practice Banking, 1955, 
Ch, XIV). 

(33) According John Law Lauriston 
and the greatest speculative madness human memory (Biblio- 


One cannot honestly disagree with the 
latter for having presented some aspects 
Law’s work favorable light rather, 
more specific, some aspects his in- 
tentions they emerge from his writings 
and particular from the mémoire the 
ber 1715, which there diffuse exposi- 
ture (34). And, even if, this respect, too, 
caution indicated attributing Law 
merits originality (35), cannot gain- 
said that had correctly sized the gravity 
the financial and economic situation 
France the end Louis XIV’s reign and 
that realised the need place the State 
finances fresh and sounder basis and 
have recourse systematically and large 


teca Series, 1905), John Law’s system, 
considered solely system financial and industrial organis- 
ation, was work genius; and had not been vitiated 
maleficent principle, which ran counter its essence, 
would have brought its adopted country incalculable 
benefits 427). The maleficent principle identified 
Nicholson the demon speculation which, start with, 
was the slave John Law’s system but which soon became 
its master and its destroyer (ditto). that, but for the 
extraordinary frenzy speculation which burst out Paris 
that time, not improbable that would have succeed- 
ed, spite his errors, putting his system sound 
basis (p. 430). 

According Harsin Les doctrines monétaires finan- 
France XVI XVIII 1928, the failure 
the system has earned Law the malédiction des contem- 
porains condamnation souvent méprisante générations 
d’économistes. Mais chez beaucoup est permis croire que 
mauvaise foi pas été étrangére for- 
mation d’un tel jugement. Cependant les études les 
uses qui lui ont été reconnaissent presque toujours 
une pensée génie présidant des conceptions parfois gran- 
dioses, une habileté tacticien une compétence réalisa- 
teur trés peu communes, jointes malheureusement une trop 
grande précipitation dans une indifférence rela- 
tive quant aux moyens employer (pp. 188-9). 

op. cit. 

(35) need only recall that the attribution Law the 
mémoire the Restablissement Commerce however pro- 
bable, means certain. any case, some suggestions 
put down that paper can traced back other mémoires 
less genius than those which can definitely attri- 
buted Law. Thus, for instance, anonymous Essai d’un 
nouveau sur les finances, 1715, which Harsin considers 
cannot attributed Law, there is, according that critic, 
programme que systéme allait s’efforcer réaliser, 
op. cit., pp. 130-134). 
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scale credit rather than the occasional 
expedients such those which had hitherto 
been current. Nevertheless, if, instead ven- 
turing put the man the dock, rather 
the man’s professed intentions, concentrate 
was actually put into effect Law, 
cannot but subscribe the traditional judg- 
ment the system quote Adam 
Smith’s words the most extravagant pro- 
ject both banking and stock- jobbing that, 
perhaps, the world ever saw not really 
permissible explain the collapse the 
system Law’s impatience the fact 
that the age was not ripe for (36). The 
collapse the system was inevitable and 
would have come about sooner later 
any case result its principles and 
the course took, since Law’s assumptions 
constructing and applying the system were 
simply wrong. Law’s errors 
could hardly avoid being translated into his 
failures banker. 


10. Moreover, banker, not only 
put into practice the faulty conceptions devel- 
oped his writings the influence and 
nature money but, his actions, fell into 
another basic error which was less grave, 
although not expressed his writings. For 


(36) Law himself admitted that would have been better 
advised act plus lentement mais plus (Harsin, 
Doctrines, op. cit., 190, Oeuvres, op. cit., pp. 197, 408). 
And was precisely the trop grande précipitation which 
appears have been one the main reasons for the collapse 
the system according Harsin and also JANNACCONE 
Moneta Lavoro, op. cit. 155- 

The suggestion that the crash was due the imma- 
turity the times adumbrated Nicholson and Schum- 
peter. According history has shown that Law 
marked out with marvellous prescience the path which credit 
was follow become the driving force industry the 
modern world (in John Law, op. cit., 429). According 
too, the Banque Royale and the Compagnie des 
Indes, which absorbed, failed because the colonial ventures 
combined the latter did not, for the time being, prove 
the source anything but losses. these ventures had 
been successful, grandiose attempt control and 
reform the economic life great nation from financial 
angle for this what his plan eventually amounted 
would have looked very different his contemporaries and 
historians (History, op. cit., 295). 


both his works and his deeds showed 
conception, the former case regards the 
effects the expansion the money supply 
and the possibility satisfying unlimited 
demand for money, the latter case 
the possibility using bank credits the 
point permitting the resources immobilised 
sustained unlimited extent and for 
indefinite period drawing the credit 
national issuing bank. 

Therein, the last analysis, lay the ori- 
ginality Law’s system. What had 
mind was carry out, conjunction with 
the Compagnie des Indes, gigantic invest- 
ment plan which would not only have revived 
France’s overseas trade but would have opened 
immense stretches the new continent. 
And the execution this plan should have 
brought sufficient profits put the State’s 
finances sound basis and enrich, 
the same time, both sovereign 
without calling for any sacrifices order 
effect the savings essential the investments 
were carried out. For his purpose, 
thought was sufficient rely the credit 
the Banque Royale, swelling 
flood note issues. And, effect, whereas 
the shareholders were asked pay cash for 
only ridiculously small part their hold- 
ings, the Company itself was enabled oper- 
ate, without quantitative limitation, with the 
funds provided directly the Bank through 
the typical brainwave Law’s whereby 
shares and notes were made interchangeable 
and both put into circulation money and 
being even preferable gold. This brain- 
wave which, more than any other statement 
action his, gives the measure his 
conceal the weakness his system, i.e. the 
insufficiency funds available for investment 
that had been noted when the Company made 
its first uncertain steps. But, this way, the 
Company’s real investments, instead being 
fed voluntary savings, linked rise 
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employment and parallel increase real 
income, were buttressed the main 
the volume forced savings produced 
the rise prices and incomes brought about 
the crescendo note issues. But this 
forced loan could not any case 
infinitum, since the gap between planned in- 
vestments and the savings available inevitably 
widened the inflationary spiral got under 
way. 


11. What have said Law the eco- 
nomist also valid him banker. His 
inability grasp what any modern schoolboy 
knows cannot, course, held against him. 

After many decades dull discussions, 
common ground that credit can crea- 
since, given base tangible goods, 
credit pyramid may erected the height 
which will vary with the degree credit 
mobilisation obtaining between the innu- 
merable operators the economic system, 
considered producers and savers, and also 
consumers. But there also fairly widely 
held notion that this creation out nothing, 
while exerting propulsive influence the 
process income formation, especially the 
creation takes place through the banks, 
not enough itself sustain the real 
them. counterpart the real invest- 
real goods, credits are needed which 
their turn are linked real savings, whatever 
their origin whether they are the fruit 
farsighted parsimony out given income 
the fruit increases, even unforeseen ones, 
that income. And there escape from 
this perennial, timeless necessity running 
bank, and still less administering 
issuing house. Even the credit granted 
note issues may give stable support real 
investments only insofar they represent 
post although not ante real sav- 
ings. 

understandable that, his day, Law 
should not have realised all this very clearly. 


Nevertheless, the people charge the main 
State banks from whom Law had taken his 
cue working out his system had long 
had intuition this point. Not chance 
and not without some justification had the 
banks general (and especially the deposit 
and clearing banks addition the cir- 
culation and discount banks) been subjected 
limitations their operations prohibi- 
tions and restrictions the granting cre- 
much that they were forced, 
least pretended forced, observe 
restraints which turned out indefensible, 
even the general interest (cf. the typical 
case the Bank Amsterdam). And what 
said Law connection with monetary 
policy also true credit policy (since both 
fields are really inseparable parts the same 
whole). certainly does not speak for his 
alleged genius banker that the structure 
and development his system were based 
criteria incompatible with the principles which 
have now prevailed and which were already 
making headway his time the very ex- 
periments which had set out repeat. 


All things considered, then, 
cannot but perplexed when confronted 
late with attempts rehabilitate 
Law. 

Law’s figure has many sides that 
each may well form our own opinion 
him. For part, find impossible 
share Harsin’s judgment, however authorit- 
ative, according which [as already stated 
footnote (33) page 105] les études les 
plus sérieuses qui lui ont été consacrées recon- 
naissent presque toujours une pensée 
présidant des conceptions grandioses, une 
habileté tacticien une compétence 
réalisateur trés peu communes». would 
rather tempted see him, use 
Oudard’s expression, gentleman adven- 
turer (37) or, adopt the concluding ex- 
pression Magri gentleman financier 
And should particularly grateful 


(37) trés curieuse vie John Law, aven- 
turier honnéte homme, 1927. 
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Magri for his laudable efforts provide 
strong impetus the reassessment Law’s 
writings and work. hoped that 
Magri’s example will followed econo- 
mists and bankers. The 
will all the more fruitful if, while fully 
appreciating Law’s merits man, does 
not hesitate recognise that, economist 
and banker, represents only one 


the factors the perennial dialectics econo- 
mic thought and banking operations. 
see it, the negative element which 
doubt valid, but valid the main because 
throws into relief, its very errors, the truths 
which stand the opposite pole the really 
original aspects his words and deeds. 


AMEDEO 


The Foreign Exchange Business the Australian Trading 


Exchange Rates and Other Charges. 


The trading banks’ income from foreign 
exchange business made three com- 
ponents. dealers foreign exchange they 
derive trading profit charging more for 
foreign exchange than they pay for it. 
suppliers credit they charge interest. And 
for some their other services they charge 
commissions. With the exception some 
commissions, however, all three types 
charge are customarily compounded and quot- 
one price, the carded exchange rates 
for different kinds transaction. 

The basic exchange rate between the 
Australian pound and the pound sterling 
the buying rate Australia London, 
that say, the rate which Australian 
bank will pay customer for sterling for 
immediate delivery. This the rate which 
economists have mind when they speak 
the exchange rate connection with ex- 
change rate policy. There has been such 
exchange rate ever since financial market 
transactions began between the Australian 
colonies and England. But until 1930, was 
not generally recognised such. The Aus- 
tralian pound was not distinguished from the 
(British) pound sterling. The exchange rate 


Part this article the last issue this Review con- 
tined number misprints. The more serious ones should 
corrected follows: 


Page 1st col., Delete until the First World War 

and insert «early days been major 

part 

For «compared read competed 

and col., 19. «exchange rate. They fixed 
the exchange rate agreement 
from time to». 


col., 


quoted banks was regarded 
merely the rate for the same currency 
another place, London, and 
expressed saying that sterling London 
stood pence premium discount. 
The operation the sterling exchange stand- 
ard ensured that the rate did not diverge 
greatly from par. The Australian banks fixed 
the actual rate, within the limits gold 
export and gold import point, from time 
time consultation accordance with the 
condition supply and demand the market 
which reflected movements Australia’s bal- 
ance payments. 

The fiction that the Australian and British 
pound were one and the same currency had 
given during the depression the 
early The deterioration 
the balance payments resulting from falling 
export prices and cessation capital imports 
was such that the banks were unable meet 
the demand for oversea exchange from their 
depleted holdings London funds. first, 
the trading banks, with the full concurrence 
the Commonwealth Bank Board, preferred 
ration exchange rather than raise its price. 
But when became apparent that they were 
unable control the market and were losing 
more and more business outside market, 


Page 2nd col., last Read «commonly, telegraphic 


line. mail transfer 
Page 1st col., For «of» read 
and col., par. Sentence should read: «The Aus- 
20-25. tralian banks, turn, act advis- 


ing banks for letters credit open- 
Australian exporters. the case 
Australian wool exports par- 
ticular, the London offices the 
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conducted brokers and other intermediaries 
between exporters with exchange sell and 
importers willing pay more than the official 
rate, the banks gave way. Led the Bank 
New South Wales, they raised the price 
for sterling stages from par for 
between December 1929 and January 


1931. Some months later, December 1931, 


the Commonwealth Bank brought the rate 
back for where has 
stood unchanged ever since (6). Since the 
outbreak World War II, this has been 
not merely the market rate but the legal 
rate which the Central Bank alone has the 
right change. Under the rules the Inter- 
national Monetary Fund, the value the 
Australian pound also fixed terms 
gold, but the Australian authorities are free 
change its gold value with the consent 
the Fund, they did 1949 when the 
was devalued terms gold (and the dol- 
lar) common with sterling and without 
any change the rate. Australian 
policy since 1931 has far been maintain 
fixed exchange rate with sterling, allowing 
the value the Australian pound change 
terms other currencies step with 
sterling (7). 

The transfer control exchange policy 
from the trading banks the Central Bank, 


Australian banks frequently act 
the opening banks behalf 
British importers 

Page 1st col., For «action» read «auction 


Page 2nd col., par. «of pre-shipment finance 


16. and insert «that the overdrafts 
Page col., For «connection» read «connec- 
tions 


12. For «thought» read «though 

2nd col., par. For «supplies» read 

2nd col., 5th last For «concerted» read «converted 
line. 


(6) For fuller accounts the events 1930/31, see 
Commission, Report, pp. 114-121; op. pp. 65-82, 
126-150. The most detailed description the outside market 
Evidence, ii. pp. 1068 ff. 

(7) For discussions exchange rate policy, see 
The Balance Payments, O.U.P., 1951; 


while took away their power alter the 
basic exchange rate, has not otherwise affect- 
their traditional practice charging for 
foreign exchange business quoting various 
exchange rates» for different transactions, 
based upon the basic buying rate. Since 
1939, the main rates London have, 
agreement, been fixed the Central Bank, 
but consults the trading banks before mak- 
ing changes. Broadly, the dealers’ profit com- 
ponent, the spread between the buying 
and selling rates, has remained unchanged 
since 1931; the interest component changes 
from time time with changes the rele- 
vant interest rates Australia abroad; 
and the commission component 
changed one two occasions the 
discretion the banks. Finally, the rate 
currencies other than sterling follows the 
rate between sterling and these currencies 
from day day. 

The spread between the trading banks’ 
buying and selling rates for sterling has, 
since 1931, been 10/- per cent (8). That 
say, the banks pay for {stg.100 
and charge This, course, does 
represent profit per cent every 
foreign exchange transaction. The margin 
Australian for every {stg.100 bought and 
sold, i.e. for every sterling exchange 


Page and col., par. Read «can then get cash dis- 
counting with his own bank 

discount house. practice, Brit- 
ish 

Page 1st col., For «form» read 

col., For «of» read «or». 

tst col., 16. For «buyes» read 

2nd col., Read «of overseas concerns the 

form machinery 

Read proceeds, are carried out 

telegraphic transfers through the 

Commonwealth Bank. The only 

Govern- 


and col., 25. 


Economic Policy Australia Ends and Means, Economic 
Society Australia and New Zeland (Victoria Branch), 

(8) Before 1931, the spread had fluctuated good deal, 
from much 32/6d. October 1920 little 5/1d. 
May 1925; for. rates charged from 1913 1931, see Com- 
monwealth Year Book, 1935, 418. 
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business, 1/5 per cent. Even this max- 
imum which realised only married 
transactions, that is, equal purchases and sales 
from customers. 

For any excess deficiency sterling 
transactions offset contrary transactions 
monthly settlements with the Common- 
wealth Bank less favourable rate (9), 
other currencies are covered from day 
day overseas market rates which will also 
usually yield smaller margin. The full 
spread, however, larger than the margins 
charged exchange dealers London. Aus- 
tralian bankers justify the contrast point- 
ing the much larger turnovers the Eng- 
lish exchange banks, bilateral exchange 
and arbitrage business, which make 
sible for these banks operate finer 
margins. 

addition buying and selling rates 
Australia London, and the corresponding 
rates London Australia, the Australian 
trading banks quote sterling exchange rates 
for air and sea mail transfers, sight 
demand (O/D) bills, and for usance bills 
varying terms. The selling rate for mail 
transfers used slightly more favourable 
the purchaser than rate (apart from 
the cost the cable which charged sep- 
arately) because the bank, having received 
payment for the draft could buy equivalent 
foreign exchange immediate telegraphic 
purchase and earn interest the funds held 
abroad until arrival the draft. With the 
use fast air mails, the interest which banks 
can earn for few days has become very 
small and mail transfer rates are now the 
same rates. 


The exchange rates relevant most com- 


mercial transactions are O/D and 30, etc. 
days (sea air mail) selling and buying rates. 
For Australian export bills London, 
tiated Australian banks, the relevant rates 
are the banks’ Australia London buying 
rates. For import bills with exchange 


(9) See below, pp. 7-8. 


per endorsement» and bills drawn under 
negotiation credits, which are converted into 
the time negotiation London, 
the relevant rates are the London Australia 
buying rates; the exchange rate having been 
fixed, the bank London, effect, treats 
the transaction purchase Australian 
currency. For import bills under acceptance 
credits and EIB’s which are not converted 
until the due date payment Australia, 
the other hand, the selling rate Australia 
London applied, interest and commis- 


sion being charged separately. 


EXCHANGE RATES 
Australia London 


2gth May, 1954 


Buying Selling 
124. 7-6 125.10.0 
120 days 1.3 123. 
25th February, 1956 
125.0.0 125.10.0 
124.11.6 125.10.0 
days 123. 7-3 125. 2.3 
days 122.16.0 123. 7-9 124.14.6 
120 days 122. 5.3 


| 


Source: Australasian Insurance and Banking Record. 


The Table shows Australia London ex- 
change rates effective two recent dates. 
will seen that May 1954 Australian 
exporter received for remit- 
tance 6/3d. less for air mail 
remittance sight draft, 12/6d. less for sea 
mail remittance sight draft, less 


| 


114 Banca Nazionale del Lavoro 


for days sea mail after sight bill and 
less for 120 days sea mail after 
sight bill. February 1956, the deductions 
had increased for sea mail sight 
bills and £A3.6.6 for 120 days sea mail after 
sight bills. 

The charges represented these deduc- 
tions cover interest, commission and, the 
case usance bills, English stamp duty. The 
banks’ commission for handling export bills 
has recent years been 2/6d. 
3/3d. Stamp duty has been 
1/-stg. (1/3d.A) per cent. Interest charged 
for the period that the bank out funds 
the transaction. the case O/D air 
mail, the bank pays the customer 
receives sterling arrival the draft 
London assumed days later, and there- 
fore charges interest for days. the case 
sea mail, out funds for the longer 
period that the draft takes reach London 
and charges interest for days. For usance 
bills, additional interest added for the term 
question, 30, 60, 120 days. 

every case, the rate interest based 
the ruling money market rate the coun- 
try which the bill drawn. The reasoning 
behind this principle that this the rate 
which the bank would need borrow 
meet its commitment while waiting for 
usance bills mature sight bills arrive, 
which could rediscount bills the 
country which they are held. lower rate 
might involve the bank loss, while higher 
one would induce importers arrange for 
cheaper domestic finance and remit TT. 
practice, the interest factor the Austra- 
lian banks’ buying rate London tradi- 
tionally based the Bank England’s 
official bank rate. variations British 
bank rate which account for the occasional 
changes the Australian banks’ buying rates 
London the last few years, such the 
large differences between the two dates 
the Table. 

The banks’ Australia London and 
mail selling rates apply all sterling pur- 


Australian residents for cash remit- 
tances London. They also apply import 
bills under acceptance credits, where the im- 
porter charged interest separately some- 
thing above overdraft rate, well com- 
mission Australia London usance 
selling rates which stem from earlier colonial 
practice paying for imports sending the 
exporter term draft London, and are 
largely obsolete now, are slightly more favour- 
able the Australian purchaser, because the 
bank can buy sterling cable for the 
received and invest them London. But the 
interest rate based the low call-money 
rate London. the Table shows, this 
reduced the price the Australian purchaser 
only 2/6d. for 1954 and 
February, 1955 for days term. 

The exchange rates most commonly 
interest Australian importers, those charged 
negotiation bills bills drawn under nego- 
tiation credits, are the Australian (or English) 
banks’ buying rates London Australia. The 
principles calculation are the same for 
Australia London rates, but the interest 
factor based the (usually) higher Aus- 
tralian overdraft rate. The banks’ commis- 
sion rate was for many years the relatively 
high rate 7/6d. per but 
was recently reduced 6/3d. per 
Even the latter figure, twice 
the commission charged export bills. The 
usual explanation that covers risk 
element the purchase bills not under 
letter credit or, alternatively, commission 
for negotiation credits (for which separate 
charge made). But the difference probably 
also reflects the greater degree competition 
among the banks for export business (10). 

quoting exchange rates between the 
and foreign currencies other than sterling, the 
banks normally use the Australia London 
buying and selling rates the means 
ascertaining the Australian equivalents the 
London/foreign rates received daily from 


(10) Cf. Mr. (later Sir evidence, 
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Reuters. Thus, the buying rate for 
French francs will fixed translating 
the Australia/London buying rate into 
francs Reuters London/Paris buying (not 
mean) rate and adding further margin; 
similarly for selling rates. The justification 
for using the London buying, rather than 
the mean rate, for francs that the Austral- 
ian bank must, theoretically least, close 
its franc position selling francs which, 
the absence more favourable opportunities, 
will done the London market Lon- 
don dealers’ buying rates. The further mar- 
gin justified cover, besides other ex- 
penses, interest overdrawn accounts with 
foreign banks (though the bank’s total posi- 
tion foreign currency may be, and usually 
is, balanced, its accounts with some banks 
the foreign country may overdrawn, some 
interest cost, while those with other may 
credit without earning significant interest) 
and allow for the normal two days’ delay 
delivery foreign currencies bought 
London correct oversold positions. O/D 
and term buying rates foreign centres are 
usually calculated, those London, 
the basis London bank rate, except for 
U.S. and Canadian dollars where American 
and Canadian discount rates are used. 

Not all the Australian trading banks’ in- 
come from foreign exchange business de- 
rived from charges covered exchange rates. 
exchange rate, for enters into 
the negotiation export bills drawn Aus- 
tralian currency. For these, the banks charge 
deducting interest and commission from 
the face value the bill. Other revenue 
obtained from commissions for the establish- 
ment and confirmation letters credit and 
the handling bills for collection. The rates 
commission may vary with the credit stand- 
ing the customer, but the ruling rates are 
for export bills and for import bills 
and letters credit incidentally reflecting 
again the favour shown exports which 
have noted before. 

the inter-war years, complaints were 
sometimes heard that the rates charged 


the Australian trading banks for foreign ex- 
change business were excessive. These com- 
plaints seem have died down. But that 
foreign exchange business highly lucrative 
attested not only occasional statements 
bank spokesmen, but also the eager 
competition for such business which rules 
between the various banks. 


Forward Exchange. 


Provision forward exchange facilities 
Australia, elsewhere, dates from the col- 
lapse the gold standard the depression 
the early thirties. Until then, changes 
exchange rates were generally too small 
constitute significant risk traders. But 
since the currency depreciations 1930-33, 
traders have had allow for the possibility 
large changes exchange rates which are 
liable involve them serious losses. Ex- 
porters have guard against appreciation 
their own currency during the interval be- 
tween signing and settlement contract 
expressed foreign exchange. Importers 
stand lose their home currency depre- 
ciates during the corresponding interval. 

Forward exchange facilities were develop- 
give traders protection against these 
exchange risks. selling buying foreign 
exchange for future delivery rate ex- 
change fixed advance, traders can transfer 
the exchange risk the banks. Since the 
supply foreign exchange forward will tend 
exceed the demand when the home cur- 
rency more likely appreciate, and de- 
mand will exceed supply when depreciation 
more likely, forward exchange will usually 
cost traders little more than spot exchange, 
the sense that exporters will receive little 
less and importers pay little more for for- 
ward than spot exchange when they are most 
likely desire forward cover. But the margin 
represents insurance premium which may 
well worth paying. The banks which pro- 
vide forward exchange facilities, their turn, 
cover their exchange risk hedging forward 
contracts. If, will usually the case, they 
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are unable more than small 
proportion the day’s forward sales and pur- 
chases, they will cover forward sales spot 
purchases and forward purchases spot sales 
overseas exchange market (11). 

The Australian trading banks began 
provide forward exchange facilities the 
early thirties, helped the Commonwealth 
Bank which enabled them hedge their 
forward contracts with itself. the first 
few years, demand for these facilities seems 
have been small and have come 
from exporters rather than from importers, 
perhaps because the hankering after return 
parity with sterling official and unofficial 
circles seemed make appreciation more 
likely than further depreciation. Turnover 
was much too small for free forward 
market. The banks charged fixed pre- 
mium 2/6d. per per month for 
forward sales (to importers) and correspond- 
ing discount for forward purchases (from ex- 
porters). The Commonwealth Bank’s charges 
them were the same, but since its spot 
rates the banks were less favourable than 
the market rates, most the trading banks 
seem have hedged their forward contracts, 
where possible, with one another the 
London market, rather than through the Com- 
monwealth Bank (12). 

With the outbreak World War II, the 
Commonwealth Bank assumed legal control 
forward exchange, all other foreign 
exchange transactions. Since then, the mar- 
gins loadings for forward deals sterling 
the trading banks for their customers have 
been prescribed the Commonwealth Bank 
which also carries the exchange risk. Each 
contract entered into the trading banks 
must approved the Commonwealth 
Bank, and such approval constitutes cover- 
ing contract between the trading bank and 
the Commonwealth Bank, the forward 
ing collected from the customer being paid 


(11) For fuller accounts the principles forward ex- 
change see International Economics, Ch. 
and The Theory Forward Exchange, Macmil- 
lan, 1937- 

(12) Minutes Evidence, pp. 151, 


over the Commonwealth Bank. writing 
sterling forward business, therefore, the trad- 
ing banks act effect agents the Com- 
monwealth Bank. 

The sterling forward loadings laid down 
the Commonwealth Bank have been chang- 
from time time, broadly the direction 
indicated market conditions. During the 
war, when the majority Australian exports 
were purchased Australian currency the 
Commonwealth Government for sale the 
British Government under bulk 
arrangements, there was little demand for 
forward contracts from exporters and forward 
buying rates quoted were the same spot rates. 
Forward selling loadings were initially (April 
1940) fixed high 5/- per per 
month, but were reduced 2/6d. June 
1941. These rates were maintained until Feb- 
ruary 1948 when the Commonwealth Bank 
responded the growing demand for for- 
ward contracts from exporters anxious pro- 
tect themselves against the risk appre- 
ciation first spreading the 2/6d. 
spread between buying and selling evenly, 
giving 1/3d. premium for sales and 1/3d. 
discount for purchases, and few months 
later doubling both loadings. They have 
since then stood the figure 2/6d. per 
per month. 

clear that the system fixed rates 
has enabled Australian traders obtain ster- 
ling forward facilities, when they wanted 
them, more cheaply than would have been 
possible free forward market. During 
the years 194851, when appreciation 
was widely expected, one-sided demand for 
forward facilities from exporters would almost 
certainly have pushed the discount forward 
sterling sold exporters above the Common- 
wealth Bank’s Rate. With the deterioration 
Australia’s balance payments position 
since 1951, expectations have been reversed, 
and demand for forward contracts from ex- 
porters has largely disappeared. the event 
serious depreciation scare, importers 
would seek forward cover large scale, 
and the Commonwealth Bank 
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bably compelled raise the premium 
forward sterling. Meanwhile the substantial 
reserves which must have built during 
the years when traders covered against 
appreciation which did not take place enables 
provide cover for importers rela- 
tively low rate. Whether procedure which 
assists exporters periods export surpluses 
and importers periods import surpluses 
altogether desirable another question. 

The Australian trading banks also provide 
forward exchange facilities currencies other 
than sterling. For these contracts, rates 
are laid down the Commonwealth Bank, 
and the banks are free quote their own 
rates. practice, they base their rates 
those obtainable overseas, mainly London. 
Until the re-opening the London forward 
exchange market December 1951, the Bank 
England quoted fixed rates forward 
loading for the main overseas currencies and 
the Australian trading banks were able 
quote stable rates based these. Since then, 
the Australian banks’ forward loadings for 
non-sterling currencies have fluctuated with 
market rates and conditions London. For 
forward contracts U.S. and Canadian dol- 
lars, the Commonwealth Bank enables the 
trading banks hedge with itself, much 
the same way with sterling. Forward con- 
tracts other currencies have hedged 
London. 


London Funds. 


Foreign exchange dealers, like dealers 
any other commodity, need stock-in-trade 
carry their business. Their stocks consist 
balances foreign exchange. The Austral- 
ian trading banks’ stock-in-trade for their 
foreign exchange business has always consisted 
predominantly sterling balances, London 
funds The practice arose naturally from 
the growth the monetary and banking 
system the Australian colonies mere 
geographical extension the British system 
centred London, which the conduct 
all colonial trade sterling was just another 


reflection. Since almost all exchange transac- 
tion handled the Australian banks were 
sterling transactions and London offered in- 
comparable facilities for deposit and remuner- 
ative but liquid investment funds, there 
was every reason for the Australian banks 
(several which were, any case, London 
banks operating Australia) hold work- 
ing balances London. 

Until 1930, however, the importance 
the Australian trading banks’ London funds 
far exceeded that working balances 
foreign exchange dealers. They were also 
Australia’s international reserves, national 
economy needs reserves foreign exchange 
which can draw cover temporary 
deficits its balance international pay- 
ments. Because her dependence ex- 
ports primary products, Australia’s balance 
payments has always been subject, not 
only regular seasonal fluctuations over the 
year, but also the risk sudden large 
deficits resulting from slumps export prices 
and the rate inflow overseas capital. 
Until 1930, the maintenance adequate in- 
ternational reserves was the responsibility 
the Australian trading banks. They discharged 
it, not much any conscious national 
foreign exchange policy, running their 
banking business according liquidity rules 
empirically evolved. effect, they operated 
sterling exchange standard such way 
allow their London funds fluctuate 
seasonally, but ensure adequate average 
level from year year appropriate adjust- 
ments domestic credit conditions. 

The system broke down under the strains 
the Great Depression. Steeply falling ex- 
port prices and sudden cessation govern- 
ment long-term borrowing overseas 1929 
produced balance payments deficit 
large that practicable domestic deflation 
could restore the balance. Despite emergency 
import restrictions, tariffs and short-term bor- 
rowing London, the trading banks’ Lon- 
don funds fell the point where serious 
difficulty was found meeting the sub- 
stantial overseas interest bill the public 
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debt. default was avoided, the Com- 
monwealth Bank, which the Government 
looked for exchange meet its requirements, 
had given prior claim the available 
supplies sterling. This was the object 
the voluntary exchange mobilisation 
ment concluded between the Government, 
the Commonwealth Bank and the trading 
banks August (1930) (13). 

Under the agreement, each trading bank 
undertook sell the Commonwealth 
Bank month month proportion its 
receipts foreign exchange. the first 
week each month, the trading banks in- 
formed the Commonwealth Bank their 
gross receipts London for the previous 
month. this information, each bank (in- 
cluding the Commonwealth Bank) was as- 
signed quota sufficient provide aggre- 
gate contribution the exchange mobilisation 
pool which was initially fixed million 
month and was later adjusted the amount 
needed for Government requirements changed. 

The rate exchange applied the 
monthly settlements was the carded selling 
rate the date each transaction, less one- 
eighth one per cent». From December 
1931, when the Commonwealth Bank assum- 
control the exchange rate the buying 
rate for and selling rate 
£A125.10.0, the rate applied the monthly 
settlements became, according this formula, 
£A125.7.6 which has remained ever 
since. Incidentally its assertion control 
over the exchange rate, the Commonwealth 
Bank the same time agreed buy from 
the trading banks, the same rate 
monthly settlements, any surplus they wished 
sell above the amount held each bank 
31st August, 1932, and sell sterling 
them application (14). 


(13) For fuller accounts, sec Commission, Report, 
para, 115; op. cit., pp. 69-70. 

(14) How far the Commonwealth Bank was committed 
sell sterling the banks demand not clear; some 
the banks seem have been under the impression that there 
was such commitment; cf. Commission, Minutes 
Evidence, pp. 114, 303- 


Voluntary mobilisation worked reasonably 
smoothly (15) until was superseded Au- 
gust 1939 compulsory scheme introduced 
under exchange control regulations. The 
threat war caused serious immediate 
drain Australia’s external reserves and 
made the concentration exchange receipts 
the hands the Central Bank seem essen- 
tial, least for the duration the war. The 
arrangements introduced August 1939 were 
retained substantially unchanged after the war 
under the Banking Act 1945. They are 
maintained present under Exchange Con- 
trol Regulations issued under Section 
the Act, but should these expire any time, 
the Commonwealth Bank has power 
acquire sterling from the banks under Sec- 
tion 23. 

Under the new scheme, the trading banks, 
conducting all foreign exchange business 
agents the Commonwealth Bank, settle 
monthly with the Commonwealth Bank for 
the difference between their receipts and pay- 
ments sterling Australian account. Each 
month, they submit return the Com- 
monwealth Bank showing total receipts and 
total payments sterling account their 
Australian business. receipts exceed pay- 
ments, they sell sterling for the excess 
the Commonwealth Bank. payments 
exceed receipts, they buy sterling from 
the Commonwealth Bank. 
ments are permitted during month ne- 
cessary. The rate exchange either way 
remains The reason for this 
rate, rather than the mean rate £A125.5.0, 
has been lost the mists history. may 
have been provide incentive the 
banks err side surplus rather 
than deficiency they could not balance 
their foreign exchange transactions. 

The effect the scheme concentrate 
all net changes Australia’s London funds 
the Commonwealth Bank’s official hold- 
ings. The trading banks retain each 
monthly settlement only balances 
which have remained much the same level 


(15) But see op. cit., pp. 70, 145, 219 f., 228. 


The Foreign Exchange Business the Australian Trading Banks 119 


since 1939, despite the very great 
the value foreign exchange business (16). 
All the major trading banks participate 
the monthly settlement, including (since De- 
cember 1953) the Commonwealth Trading 
Bank. the branches the foreign 
banks operating Australia. 
ceipts and payments the State banks are 
for the most part included the Common- 
wealth Trading Bank’s returns. Receipts and 
payments sterling for the purpose the 
monthly settlement include the sterling in- 
volved the trading banks’ forward transac- 
tions when the transactions are completed. 
Items transit and unmatured drafts are, 
with minor exceptions, excluded. 

arrangement that the Commonwealth Bank 
carries all exchange risks arising from move- 
ments the sterling exchange rate the 
exchange business handled the trading 
banks. Until 1939, the trading banks carried 
the risk their London funds themselves, 
profiting their severely depleted holdings 
from the depreciation the 1930-31 
and making loss their rather larger 
holdings when the Commonwealth Bank 
moved the rate back (from 
December 1931. Under the present arrange- 
ment, the Commonwealth Bank would bear 
any losses the trading banks’ sterling hold- 
ings (other than working balances) the 

While the monthly settlement prevents 
the trading banks’ London funds from rising 
above (or falling below) the level their 
working balances from month month, 
most sterling assets received Australian 
residents (and sterling liabilities contracted 
Australian residents) the course Austral- 
ian oversea business continue pass into the 


(16) Australia’s Holdings Gold and 
Foreign Exchange Economic Record, May 1955, 25, quotes 
figure £A67 million for working balances June 30, 
1954; but this appears the residual after deducting net 
central reserves from the official figure for Australia’s gold and 
foreign exchange holdings, and includes transit and other 
items, besides working balances. The latter were probably 
good deal smaller. 


hands the trading banks. the intervals 
between monthly settlements, therefore, the 
banks hold sterling balances which, months 
which Australia’s balance payments 
favourable, greatly exceed their working bal- 
ances. Balances London are held mainly 
current deposit accounts with English 
banks and money lent short call the 
discount market. The banks with London 
head offices also continue hold fair 
amount British Government securities, but 
these are regarded capital reserves rather 
than working balances. 

the course exchange business, the 
banks acquire titles sterling the form 
(export) sight and term bills London. 
These, together with mail transfers and other 
items the way London, appear their 
balance sheets receivable and remit- 
tances transit». Net sterling liabilities 
(such acceptances under import credits), 
they are included, together with the trading 
banks’ working balances and the Central 
Bank’s gold and foreign exchange holdings, 
the Commonwealth Bank’s 
tics for Australia’s gold and foreign exchange 
reserves (17). these statistics, might 
mentioned, the London offices the Austral- 
ian trading banks are treated non-resi- 
dent that say, London banks. The 
London funds Australian trading banks 
included the statistics, therefore, are not 
the net foreign assets held the London 
offices, but the balances the credit 
Australian account the London offices’ 
inter-branch accounts. This procedure, 
course, makes significant difference 
the figures (18). 

addition their funds London, 
the Australian banks hold small working 
balances all the more important foreign 
currencies, mostly current account with 
foreign agent banks. For U.S. and Canadian 
dollars, the Commonwealth 
cover facilities, both spot and forward, which 
the same time automatically ensure that 


(17) Ibid., 19. 
(18) 20. 
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meets all net dollar payments and receives 
all net dollar receipts arising from the trad- 
ing banks’ business. also buys forward 
cover the trading banks’ dollar working 
lances. For transactions foreign currencies 
other than dollars, cover purchases and sales 
are generally made the London market. 
Their sterling equivalents are included 
monthly settlements, and the Commonwealth 
Bank covers the exchange risk respect 
the Australia/London rate. But the banks 
must cover carry themselves the risk 
the London/foreign rate. 

The small but growing portion Austral- 
ian oversea transactions, which expressed 
Australian currency, somewhat anoma- 
lously, does not affect the banks’ overseas 
assets liabilities, recorded either their 
own balance sheets the official statistics 
Australia’s gold and foreign exchange 
reserves. For although the liabilities are 
non-residents, and the assets obligations 
non-residents, they not appear oversea 
assets and liabilities the conventional cri- 
terion the currency which they are ex- 
pressed. This also applies the balances 
held with the Australian banks oversea 
banks. During the years 1949-51, when these 
balances were temporarily swollen inflow 
hot money for speculation appre- 
ciation they represented substantial 
debit item that needed borne mind 
interpreting the official figures for Austral- 
ia’s international reserves. 

When the Royal Commission 1937 
recommended procedure for centralising 
Australia’s international reserves not unlike 
that adopted 1939, the trading banks 
strongly protested. They that their 
financial standing overseas and Australia 
depended their holdings large London 
funds and that compulsory mobilisation 
scheme would involve them severe loss 
interest income and exchange profit (19). 
These fears have proved unfounded. Indeed, 


(19) Commission, Minutes Evidence, pp. 319- 


means certain that, even from 
their own business point view, the trading 
banks would now wish back the old 
system. They have lost their former status 
custodians the country’s international 
reserves. But they have gained automatic 
protection from exchange risks most 
their oversea balances, and other respects 
the change has made little difference them. 
The rate exchange paid the Common- 
wealth Bank the monthly settlement does 
probably have some effect reducing the 
exchange profits the banks, compared with 
what they would have been under the pre- 
1930 regime; especially for those banks which 
have, the average, more import than ex- 
port business. the other hand, the banks 
would certainly have lost good deal 
income the post-war years had they been 
compelled hold Australia’s huge accumul- 
ation sterling low rates London, 
instead being able employ fair portion 
their counterpart profitably Australia. 
(Much the counterpart, course, earned 
low rates special accounts). The change, 
finally, has made difference all the 
role London funds source liquidity 
the trading banks, since for every pound 
sterling they sell the Commonwealth Bank 
they receive the Australian equivalent cash 
Australia. 


Foreign Exchange Policy. 


This leads the wider question con- 
cerning the role that remains the trading 
banks foreign exchange policy. 

Until 1914, and lesser extent until 
1930, Australia’s foreign exchange policy 
far there was policy and not merely 
semi-automatic system working through busi- 
hess responses market forces was con- 
ducted the trading banks. To-day, for- 
eign exchange policy Australia, most 
other countries, entirely the prerogative 
the Central Bank. The continuing difficulties 
the external financial position Australia, 
national currency area and member 


—_ 
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the Sterling Area, have rendered necessary 
the retention, the conduct foreign ex- 
change policy, direct administrative con- 
trols which, most fields domestic eco- 
nomic policy, were gradually abandaned after 
the war. 

The Central Bank fixes the exchange rate. 
holds the country’s international reserves. 
Through its exchange control powers, sup- 
plemented from time time Government 
import licensing, determines large meas- 
ure for what purpose and where foreign ex- 
change may spent. Does this leave any 
margin for independent influence foreign 
exchange policy the trading banks? 

The banks certainly longer exercise 
any influence the balance payments 
exchange dealers. They longer fix the 
price foreign exchange, the exchange rate, 
and they longer bear any responsibility 
for rationing periods scarcity. Their 
functions dealers are confined buying 
all foreign exchange offered them 
customers and selling those entited 
buy under exchange control and import licens- 
ing regulations. 

Whether the same true their function 
suppliers credit for foreign trade not 
certain. should not expect the banks 
attempt regulate the demand for credit 
for oversea trade, any more than for domestic 
credit, changes interest rates (exchange 
rates). Exchange rates, saw, are adjust- 
quite automatically British (or other 
relevant) discount rate the case export 
bills and domestic overdraft rate the 
case import bills. The question rather 
how far the banks apply credit for oversea 
trade the credit rationing procedures they 
employ, periods stringency, domestic 
advances. the absence any information 
the volume credit supplied the banks 
their foreign exchange business from time 
time, the question cannot answered 
with any confidence. But one’s impression 
that, however tightly the banks may 
times ration domestic advances, whether 
their own initiative under Central Bank 


directives, demand for credit for exchange 
business invariably met freely; other 
words, receives top priority, whether be- 
cause the banks regard this being the 
national interest because competition for 
profitable exchange business too strong 
allow any other policy. The banks may 
ration overdrafts importers, they were 
asked the Commonwealth Bank 
But there evidence that they 
ever refuse establish letters credit 
negotiate bills for eligible customers, 
the maximum terms conventionally accepted 
laid down exchange control. 

The question some importance 
two connections, for its effect the overall 
level exports and imports and the tim- 
ing receipts and payments. 

The credit needs exporters would pro- 
bably always regarded deserving top 
priority the national interest, though even 
here the question might arise whether unre- 
stricted supply the Australian banks does 
not times enable oversea importers 
escape domestic credit stringency 
own countries taking advantage the 
liberality the Australian banks. the 
import side, however, might thought 
illogical that attempts should made 
restrain import spending limiting over- 
draft accommodation importers while meet- 
ing freely all demands for credit for the 
finance import shipments. The banks 
doubt take the view that any measures 
control such credit, they should indeed 
desirable practicable, are the responsib- 
ility the Central Bank, and some control 
has fact been exercised recent years 
laying down maximum limits for usances. 
The freedom from restraint exchange cre- 
dit, even periols severe domestic strin- 
gency, hawever, deserves more attention than 
generally receives. 

The second aspect concerns the notorious 
problem leads and oversea re- 
ceipts and payments. When appreciation 
the Australian pound was expected, im- 
porters were anxious defer payment, while 
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overseas buyers Australian exports widely 
adopted the practice pre-paying for their 
purchases. Similarly, fears depreciation are 
liable induce importers pay soon 
possible and overseas buyers exports 
defer payment long possible. Such shifts 
the timing payments and receipts (which 
the balance payments accounts appear 
unidentified private capital movements) 
can very troublesome because they add 
the forces which are exerting pressure 
the balance payments and can assume very 
large dimensions. While exchange control 
regulations continue permit pre-payment 
post-payment much six months, 
the shift could, extreme case, equi- 
valent capital outflow more than the 
country’s annual import bill (20). 

The banks, far our knowledge goes, 
have consistently adopted the attitude that 
their job meet their customers’ demand 
for oversea payment facilities. They readily 
facilitated deferment payment Austral- 
ian importers 1948-51 and would doubt 
equally prepared meet exporters’ credit 
requirements the reverse situation. They 
may well right assuming that the Cen- 
tral Bank adequately informed the facts 
and has the power impose what controls 
regards desirable. any rate, may 
conclude that, suppliers credit for the 
finance oversea trade, the trading banks 
retain some scope for policy their own; 
but that their policy seems be, much 
greater extent than domestic advance po- 
licy, simply meet the full the demand 
eligible customers the conventionally 
determined charges. 

the Australian trading banks still ex- 
ercise important influence the country’s 
external financial position, not much 
through their foreign exchange business 
indirectly through their domestic credit po- 
licy. Australia’s exports, and even more 
Australia’s imports, well capital move- 


(20) op. cit., 29. 


ments, are strongly influenced monetary 
conditions the Australian economy. Con- 
ditions boom and inflationary pressure, 
such prevailed the years 1948-51 and 
again 1954-56, cause balance payments 
difficulties, immediately stimulating ex- 
cessive import expenditure and the longer 
run raising domestic costs and making 
domestic products less competitive. Domestic 
deflation, however undesirable its domestic 
effects, tends improve the balance pay- 
ments. Although the Central Bank has re- 
sponsibility for domestic monetary policy, its 
controls this field are less direct and effec- 
tive than foreign exchange policy. They 
leave the trading banks substantial margin 
for independent influence the course 
events. through their advance policy 
that the trading banks still, consciously 
unconsciously, play part determining 
the country’s external financial position. 

Conversely, the transfer control over 
the exchange rate and London funds from 
the trading banks the Central Bank has, 
such, made difference the influence 
changes Australia’s balance payments 
demestic monetary conditions. improve- 
ment the balance payments, in- 
creasing London funds, still increases the 
cash reserves and liquidity the trading 
banks the same way did before 1930. 
And the trading banks, their advance 
policy, react the improvement 
liquidity, broadly speaking, the same way 
they did before 1930. 

The change which has occurred this 
respect, such is, has resulted not from 
the Commonwealth Bank’s assumption 
control over foreign exchange but from its 
new powers control over bank liquidity, 
especially course the special accounts pro- 
cedure. Before 1930, the trading banks did 
something insulate the Australian economy 
from external fluctuations through the balance 
payments. They did not adjusting 
the volume domestic credit fully all 
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changes their London funds and rather 
allowing their liquidity ratios fluctuate. 
To-day the task the Commonwealth 
Bank bring about this insulation, far 
regards desirable and practicable, 
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using the special accounts power (and 
extreme cases changes the exchange rate) 
offset the effects changes the balance 
payments the liquidity the banking 
system. 
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many countries, much importance 
attached domestic film production that 
various methods are operation with the 
object protecting locally-produced films 
from excessive competition their home 
market from imported films; and num- 
ber countries assistance given local 
film producers their Governments 
enable them export their films foreign 
markets. desirable the outset this 
article make clear that little this kind 
operation the United Kingdom. The 
only assistance given Parliament British 
film producers the present time is, first, 
Exhibitors’ Quota and, secondly, facilities 
for borrowing from the National Film Finance 
Corporation part the money required 
some British producers make individual 
films. Both these forms assistance will 
discussed detail this article. addi- 
tion, reference will made the Entertain- 
ments Tax which transfers the British Ex- 
chequer year year far larger sums which 
have been attracted cinema box-offices 
British films than the Government spends 
assisting British film production. short, the 
British film industry gives much greater assist- 
ance the British Exchequer than receives 
from it. Particulars will also given this 
article the British Film Production Levy, 
which, however, has hitherto had statutory 
foundation but has been scheme operated 
within the industry itself exhibitors, distrib- 
utors and producers with the approval 
the British Government but without any 
financial assistance from State funds. The 
Government has, however, 
decision (1) that the Production Levy 


(1) The announcement was made the 2nd August, 1956 
the President the Board Trade, Mr, Thorneycroft, 


made statutory from October, 1957 when 
the existing agreed levy expires. What form 
the statutory levy will take will not known 
until the Government Bill published next 
year. 

Film producers and distributors many 
countries have from time time expressed 
interest and made detailed enquiry about 
the special administrative conditions which 
apply film production Great Britain. 
The invitation write article this 
subject for publication the Quarterly Review 
the Banca Nazionale del Lavoro is, there- 
fore, welcomed providing opportunity 
for stating and explaining number facts 
which may not otherwise available for 
readers accessible form. 

some important respects the British film 
industry required face greater risks than 
the film industries other nations. export 
markets, conditions are approximately equal 
for all exporting countries. But 
principal market, that their home market, 
British producers have contend with 
more serious competition than exists other 
film producing countries. The reason for 
this that, except for small duty which 
gives some protection the British process- 
ing industry, negatives from overseas can 
delivered the United Kingdom without 
any customs restrictions whatever; nor there 
any numerical other restriction the 
importation negatives. Moreover, films 
the United States are made the English 
language, they can given premiere 
London the same time they are being 


reply Question the House Commons. The reply also 
announced the intention extend the Exhibitors’ 
Quota beyond its termination October, 1958, and renew 
the powers the National Film Finance Corporation make 
loans, which expire March, 1957. 
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shown Broadway, New York, without any 
expenditure other than would incurred 
the case British film being given prem- 
iere the same cinema except for the cost 
transport across the Atlantic. far 
known, other country which there 
major film industry exposed this 
way, competition from the 
largest and most wealthy centre production 
the world. 

Attention called two phrases which 
will used this article, namely, the 
British film production industry and films 
made British producers The second 
these phrases intended refer only films 
made British producers, whereas the first 
phrase used covering, addition, films 
made Great Britain companies which 
are subsidiaries American producing com- 
panies, other words, companies which have 
the legal status British companies but are 
nevertheless controlled from the United States. 
The distinction important, because the main 
purpose the Exhibitors’ Quota 
British Production Levy give British 
producers assistance their home market 
enable them survive against American 
competition. Nevertheless, precisely the same 
test, prescribed the Cinematograph Film 
Act, applied every film produced the 
British Commonwealth order determine 
whether qualifies for Quota Certificate 
payment from the Production Fund. 


The Exhibitors’ Quota. 


The Exhibitors’ Quota was first introduced 
1927, renewed 1938 and again 1948. 
The Government has announced its decision 
introduce further Bill extend the Ex- 
hibitors’ Quota beyond 1958. desirable 
emphasise here that the provisions this 
subject all three Acts Parliament just 
mentioned have been concerned solely with 
the exhibition British films British 
cinemas. They have way been concern- 
with the importation into Great Britain 
films from overseas which reference has 


been made the first paragraph this 
article. 

The Exhibitors’ Quota divided into two 
parts. One concerns the first feature, and the 
other the supporting programme, which for 
this purpose excludes the newsreel and com- 
mercial advertising films. The quota ex- 
pressed each case percentage. the 
case British first features the percentage 
the total days which first 
features are shown each cinema each 
half year. the case the supporting 
programme the percentage applied the 
length the film shown. Since October, 
1950 the first feature quota has remained un- 
altered per cent and the quota for the 
supporting programme has been constant 
per cent. For any cinema the three major 
A.B.C., Gaumont and Odeon 
the prescribed percentages cannot reduced. 
They can reduced the Board Trade 
for other cinemas which comply with specific 
conditions laid down the Act. Taking 
into account the cinemas which are granted 
relief, the over-all average quota force 
throughout Great Britain for first features 
estimated about per cent. one 
time large number exhibitors did not 
fully carry out their statutory obligations. The 
position to-day greatly improved and the 
aggregate showing British first features 
the 4,500 cinemas Great Britain exceeds 
the minimum laid down law for individual 
cinemas. This result partly due the fact 
that the cinemas the three major circuits 
show British films extent 
excess their legal obligations. 

Exhibitors would undoubtedly glad 
relieved the necessity complying 
with statutory quota. Not unnaturally, they 
would prefer left free select for show- 
ing their cinemas what films they wish. But 
there more general acceptance among ex- 
hibitors to-day than there was thirty years ago 
the view that British films need statutory 
assistance, and that would not for the 
benefit the exhibiting side the industry 
for British production crushed out 
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existence American imports. British pro- 
ducers are, far can seen, unanimously 
the opinion that statutory quota essential 
for the maintenance their industry. Pro- 
ducers well exhibitors, recognise that films 
are not suitable medium for tariff barriers 
the United Kingdom (or any other country) 
such might imposed protect another 
industry which was considered desirable 
preserve the national interest. The exhibi- 
tors’ quota should, therefore, viewed 
alternative customs duty, preferred 
because more suited the circumstances 
all branches the industry, well 
the needs the cinemagoing public. 

The following table gives indication 
the size the home market: 


Gross Box 
Office Takings 


million 


generally accepted that per cent 
the gross box office takings paid 
cinemagoers for admission performances 
which the first feature British film. 


The National Film Finance Corporation. 


The National Film Finance Corporation 
was established statute April, 1949. 
August, 1947, the British Government had 
imposed valorem duty per cent 
imported foreign films which was counter- 
American distributors refusing send 
any new films Great Britain. British pro- 
ducers, urged Ministers their 
output fill the gap, endeavoured 
assist exhibitors stepping production. 
But before these hurriedly-produced films were 
ready for release, the Government repealed 
the valorem duty, and the large backlog 


American films was quickly offer 
British exhibitors. The ill-considered action 
the Government, first imposing the 
duty, then repealing without any consulta- 
tion with British film producers, almost 
destroyed the financial standing the whole 
industry. was immediately following this 
disastrous action the 
Parliament were informed the (then) 
President the Board Trade that the 
N.F.F.C. was established help finance 
the production films. 

The function the Corporation was offi- 
cially defined make loans employ- 
financing the production distribution 
cinematograph films persons who, 
the judgment the Corporation, while having 
reasonable expectations being able ar- 
range for the production distribution 
cinematograph films commercially suc- 
cessful basis, are not for the time being 
position otherwise obtain adequate financial 
facilities for the purpose reasonable terms 
from appropriate source The Act provid- 
that the aggregate amount the principal 
outstanding respect any advances was 
not any time exceed five (later increased 
six) million pounds. also laid down 
that loans the Corporation should for 
period not exceeding five years, and should 
carry such reasonable rate interest the 
Corporation may determine, having regard 
current market rates and other commercial 
factors. The interest charged the N.F.F.C. 
rate per cent higher than the 
official Bank Rate, subject minimum 
per cent. Thus August 1956 the N.F.F.C. 
were charging per cent, the Bank Rate being 
per cent. 

The Corporation soon realised 
operations could not more than measure 
expediency. its first Report stated that 
the lending money will not bridge the 
gap between income and expenditure 
its second Annual Report (for 1950-51) 
confirmed this view and added: The gap 
has been narrowed: nothing like bridged 
That position still continues. The films releas- 
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the four years 1952-55 which had been 
financially assisted the N.F.F.C. numbered 
152. These represented only part the 
output the British film production industry, 
finance being provided for the remaining films 
without resort the N.F.F.C. 

1950-51 consideration was given, 
matter urgency, the amount the loan 
made British Lion Film Corporation 
Ltd. The loan was eventually agreed 
million. June, 1954, the N.F.F.C., exercis- 
ing its rights under its mortgage debenture, 
appointed Receiver and Manager take 
charge the affairs British Lion. Follow- 
ing this appointment 2,969,000 was written 
off the original loan. The Corporation subse- 
quently made further loan 569,000, 
thus increasing the net assets the Company 
600,000. This investment was exchanged 
for shares new Company entitled British 
Lion Films Ltd. This Company, which was 
formed January, 1955, for all practical 
purposes state-controlled enterprise, the 
Chairman the N.F.F.C. being also the 
Chairman British Lion. The Company 
does not itself produce films but provides 
the usual distribution guarantees for indepen- 
dent producers, the N.F.F.C. putting 
most cases proportion the money required. 

Apart from the heavy loss suffered the 
N.F.F.C. its investment British Lion 
set out above, the Corporation has, since 
came into existence 1949, lost further 
approximately. this amount 
more than one-half has been lost result 
special ventures supported the Corpora- 
tion. This loss was not incurred the 
production normal cinema films. The 
amount loans advanced assist producers 
make individual films which has proved 
irrecoverable, together with agreed 
interest, is, therefore, comparatively small. 
N.F.F.C. loans this kind form only part 
the money required for the film that 
particularly subject the risk loss. The 
normal arrangements for finance include the 
provision guarantee from distributor 
reimburse, out the proceeds distribu- 


tion, sum equivalent seven-tenths the 
estimated cost the film. the basis 
this guarantee, bank finance house makes 
advance. The N.F.F.C. generally provides 
substantial part the remaining three-tenths, 
but usually requires the production company 
also put some the money 
and the producers’ contribution course 
the first lost the event failure the 
film. hoped many producers that the 
Corporation will future restrict its opera- 
tions the making loans for individual 
films for which receives applications from 
independent producers. 


The British Film Production Fund. 


The British Film Production Fund was 
brought into existence June 1950, 
result suggestion made the four trade 
associations the Treasury, suggestion 
which, after some hesitation exhibitors, was 
unanimously accepted. 

may seem surprising that the Treasury 
should recommend the industry adopt 
scheme based the two principles (i) that 
exhibitors should undertake pay over 
British film producers levy from their box- 
office receipts; and (ii) that distributors should 
not charge film rental levy payments. The 
reasons for the Treasury’s action were, how- 
ever, fairly obvious anyone watching events 
the time. British producers had not recover- 
from the losses they incurred result 
the Government’s sudden imposition the 
valorem duty imported films, and the 
reaction American exporters refusing 
send any new films Britain. This em- 
bargo caused lowering cinema attendances 
which reduced the earnings all sections 
the industry, including British film producers. 
The sudden repeal the duty was even more 
disastrous British producers who had en- 
deavoured fill the gap increasing their 
output, only find that with the removal 
the duty and the arrival new American 
films great numbers, the demand among 
exhibitors for British films was much reduced. 
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Members Parliament asked why American 
films should imported without any restric- 
tions, that tobacco and many other 
imports involving dollar expenditure were 
severely reduced. The how- 
ever, very the million 
revenue per annum which received from 
cinema box-offices and which might 
jeopardy the House Commons insisted 
upon substantially reducing imports Ameri- 
can films, partly conserve dollars and partly 
give British film producers better prospect 
earning money their home market. For 
these reasons, the proposal establish Brit- 
ish Production Levy was made senior 
officer the Treasury meeting repre- 
sentatives all sections the British industry. 
The American industry, realising that Great 
Britain its most profitable foreign market, 
agreed support the proposal and forego 
film rental the amount the levy actually 
paid into the Fund each exhibitor. 

The Production Levy has not been based 
statutory authority but series 
agreements between the four trade associations. 
The Levy paid registered company 
entitled British Film Production Fund Ltd., 
the Board which consists independent 
chairman well-known professional account- 
ant) appointed the Board Trade, and 
three representatives each the four trade 
associations. The part-time Secretary the 
Company the General Secretary the 
Cinematograph Exhibitors Association and the 
financial work the Company undertaken 
two firms professional accountants, one 
dealing with the collection the Levy from 
exhibitors, and the other with the payments 
from the Production Fund producers 
their nominees. The Levy payable weekly. 
The payments from the Fund are annual 
basis, but each month payments account 
are made from the levy collected since the 
previous payment was made; the balance, 
being the thirteenth payment for the year, be- 
comes payable several months after the end 
the year, which time final claim accom- 


panied auditor’s certificate for each 
eligible film has been received and meticulous- 
examined. The final payments exhaust the 
balance the total receipts the Fund for 
the year, after payment costs adminis- 
tration. 

The present scale Levy came into oper- 
ation October, 1954 for period three 
years and follows: 


Gross Admission Price Levy 
Nil 
1d. 


The responsibility for the administration, 
since 1950, this novel scheme has been 
divided between the four trade associations 
and the Board British Film Production 
Fund, Ltd. The associations have decided all 
questions policy, recommendations being 
put forward each association joint 
committee the form draft Agreement, 
which when approved all four associations 
signed the four Presidents office 
the time and then submitted for formal 
approval the Board Trade. The Agree- 
ments soon they are approved the 
Board Trade are sent British Film Pro- 
duction Fund, Ltd., which charged with 
the duty carrying out the decisions the 
trade associations expressed the signed 
agreements. This procedure may seem un- 
wieldy. practice has worked well. 
Important issues such change the 
amount the Levy, the action taken 
when exhibitors refuse pay, would 
bound prove difficult whatever procedure 
was adopted scheme which requires for 
every alteration unanimous agreement four 
trade associations each with widely different 
interests. 

The British Film Production Fund was 
established June, 1950 but, was inevitable, 
took some time before the weekly collec- 
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tion levy payments began reach British 
film producers. The following table shows 
the number films registered with the 
Board Trade the years immediately 
before producers began have the benefit 
the Fund and each subsequent year: 


Period Number Films Registered 
131 
114 
117 


considering the above figures should 
remembered that the smaller the number 
films eligible receive payments from the 
Fund any year, the larger the amount 
receivable the producer each film. 

The following table shows the importance 
the Production Fund producers Brit- 
ish films: 


British film Total 

(films over films over 

3,000 ft.) 3,000 ft. 

million million million 
1950 4-386 0.4 0.34 
1951 2.1 1.61 
1952 3-924 2.9 2.58 
1953 4.065 2.7 2.33 
1954 4-675 2.7 2.38 


should noted that the collections are from places 
exhibition Great Britain and the Channel Islands. 


explained the first paragraph this 
article films made Great Britain subsi- 
diaries American companies are legally 
British films, and therefore figure the rentals 
(second column) and share the supplement- 
ary payments (fourth column) the above 
table. 
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This may convenient place explain 
that from the British Film Production 
Fund that annual grant made the 
Children’s Film Foundation, Ltd., which 
responsible for making children’s entertain- 
ment films. These films have attracted much 
attention and approval Great Britain, where 
they are providing ever-increasing propor- 
tion the programmes shown special per- 
formances Saturday mornings throughout 
the country. The annual grant from the 
Production Fund C.F.F. has been unchang- 
125,000 annually for the last three 


years. 


The Entertainments Duty. 


The Entertainments Duty falls into 
entirely different category from the three sub- 
jects Exhibitors’ Quota, the National Film 
Finance Corporation and the British Film 
Production Fund just treated. These all 
rest the aim supporting British film 
production and may, therefore, regarded 
assets the industry. The Cinema Enter- 
tainments Duty, the other hand, first 
charge box-office gross receipts for the 
benefit the National Exchequer, and is, 

Whether the cinema full half empty, 
whether the exhibitor making losing 
money, the amount Entertainments Duty 
payable must paid over the Government 
the end the week. The amount payable 
calculated the sum received the box- 
office, the tax varying with the price the 
seat occupied. the exhibitor losing money 
and inclined increase his prices, real- 
ises that will have pay more the 
Government and will benefit very little him- 
self. This especially true the case the 
more popular seats. For example, the price 
1/6 (tax the exhibitor would requir- 
pay 4d. extra the Government and 
more Levy. would retain only 
additional 134d. the extra 6d. paid 
the cinemagoer, and would running the 
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risk that some his customers might stop 
cheaper seats his own cinema. The duty, 
therefore, not only heavy burden every 
section the industry; also restricts the 
freedom exhibitors raise their prices 
when they might otherwise the ad- 
vantage themselves, the distributors, and 
the producers from whom they obtain their 
programmes. 

The present level tax averages close 
per cent gross takings just over 
per cent net takings. The latter percentage 
can compared with the tax payments 
exhibitors the United States where admis- 
sions cents are tax free, and beyond 
that tax per cent added the net 
prices. will obvious that British pro- 
ducers, with much smaller home market 
about one-third that the United 
States and with more than five times the 
amount tax deducted from gross box-office 
receipts, are great disadvantage com- 
pared with their competitors Hollywood 
the task recovering substantial pro- 
portion their costs production from 
exhibition their home country. 


Overseas Markets. 


Overseas markets are great importance 
the British film industry; indeed, they are 
essential. The United Kingdom too small 
market from which recover the cost 
producing first feature films competition 
with imported films. When hostilities ended 
1945, American pictures were occupying 
large proportion screen time not only 
Great Britain but also every part the 
British Commonwealth. addition, there 
were nearly five years Hollywood product 
waiting for exhibition Europe, Japan and 
other countries soon they were ready 
receive them. has, therefore, been stiff 
struggle for British producers win place 
overseas markets. Not only have they 
won good and improving place, but 
they have done their own ability and 


determination. The difficulty the task has 
been accentuated the restrictions imposed 
the importation exhibition foreign 
films the Government practically every 
country except the United States where 
there domestic film production industry, 
and many other countries well. 
safe say that countries such Italy, 
France and Germany the main object the 
restrictions, whatever form they take, 
prevent the local film production industry 
from being crushed overwhelming imports 
from the United States. But wherever res- 
trictive measures have been devised, the Amer- 
ican industry, strongly supported where 
necessary its Government’s representatives, 
has claimed successfully that entitled 
its past record large share the con- 
trolled imports admitted future. 
other countries where there may local, 
only small, film production industry, 
Governments have restricted film imports 
account the shortage foreign currency. 
Here again, even where the chief shortage 
dollars, the restrictions are imposed less 
severely British than American film 
imports. British producers and their distrib- 
utors have not received much effective help 
from the British Government Departments 
their overseas representatives the industry’s 
fight against the restrictions operation 
foreign markets. This all the more remark- 
able view the fact that there are, 
stated earlier this article, direct barriers 
the importation films from any source 
into United Kingdom. 

the United States, the percentage 
cinema screen time which devoted im- 
ported films very small. American distrib- 
utors and exhibitors assert that this state 
affairs due the fact that the great major- 
ity American cinemagoers are prepared 
pay see films only they have been made, 
are like those made, Hollywood, have 
American artists the principal parts, and 
are preferably made American directors, 
matter where the films come from. Con- 
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sequently, British, like French Italian 
films, however highly they may appreciated 
other countries, bring back their pro- 
ducers very little the way dollars earned 
from cinemas the United States. 

For the reasons briefly described, the last 
ten years have been period constant strug- 
gle increase the exhibition British films 
overseas is, however, encourag- 
ing able record that, notwithstanding 
all the difficulties, considerable progress has 
been made and continuing made. 
the present time, per cent the total net 
earnings films made British companies, 
the amount actually received the 
producing companies after costs distribu- 
tion, prints, etc. have been paid, comes 
from exhibition overseas. the case the 
more important films the proportion much 
more than per cent. 


Notwithstanding the high level Enter- 
tainments Duty Great Britain, and the 
competition unrestricted imports films 
from overseas, British producers have recent 
years made many films which the United 
Kingdom have competed successfully with the 
best American motion pictures. Year after 
year, six out the twelve films which have 
earned the most cinema box-offices Great 
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Britain have been British, although there have 
been least three times many American 
British films available for exhibition. 
regards distribution overseas markets, both 
within the Commonwealth and foreign 
countries, films made British producing 
companies are gradually increasing their hold 
most markets outside the United States 
America. refer here films made 
British producers, since films made 
England American controlled companies 
are generally exhibited other markets, and 
particularly America, American films. 
Experience has shown that, speaking gener- 
ally, British film success its home 
market, will success overseas mar- 
kets. This important matter because 
has encouraged many British producers aim 
making films not specially for the domestic 
market but for the world market. Television 
having influence this connection. 
The rapid increase the number television 
viewers the United Kingdom does not 
appear reducing attendances cinemas 
when first-class films, whether British im- 
ported, are being shown. The cinema can 
draw people away from the small television 
screen their own home, but the first feature 
the cinema must good one. 


Henry 
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1951 seemed remarkable that the number 
foreign tourists arriving Italy that year had 
exceeded the total just over five million which 
had been attained 1937, the best year for tourism 
Italy till then. can seen however from 
Table showing the tourist traffic from 1931 1955, 
1951 merely marked the start further rapid ad- 
vance. 6,059,000 foreign tourists entered Italy 1952, 
7,681,000 1953, 9,327,000 1954 and 10,786,000 
1955. The increase 1955 over 1937 was 


NUMBER FOREIGN TOURISTS VISITING ITALY 


| 

| 

2,186,305 204,419 
1932 1,904,075 
1933 2,528,308 1948 1,590,033 
1936 1951 
1937 5,018,706 1952 
1939 2,481,998 1954 
1940 419,139 1955 10,786,018 
1941 197,270 


The Italian tourist traffic figures, which Table 
gives comprehensive summary, cover all foreigners 
arriving with passport. exclude the purely 
local movement people who live close the fron- 
tier, who cross for work other purposes 
frontier pass, and who accordingly cannot classified 
tourists. All other foreign travellers are regarded 
for economic purposes tourists, without distinction 
between the purposes their journeys, since all 
them contribute towards forming the item 
receipts shown the balance payments 
tourism 

distinction has however been made between 
tourists properly called and These 


are taken mean foreign travellers who not take 
night’s lodging Italy but complete their journey, 
probably within hours, without staying anywhere. 
The tourists properly called are taken those 
foreigners who come Italy and stay there for periods 

can seen from Table II, the ratio between 
tourists and excursionists among the foreigners coming 
Italy during the last seven years has varied greatly. 

The proportion coming excursionists has risen, 
while that tourists has declined. 1948 excur- 
sionists accounted for all foreigners arriving 
Italy, but 1954 and 1955 for Hence the 
proportion tourists dropped from 1948 
59% 1954 and 1955. This was partly due the 
increase the number travellers from Austria, 
France and Switzerland, the countries adjoining Italy. 
Such travellers course account for the majority 
excursionists; and, shall see later, they also 
account for part the increase road traffic 
compared with the traditional traffic rail and sea. 
But that increase also partly due the fact that 
foreign tourists seem inclined stop the countries 
closest Italy, which they then make one two 
excursions. This chiefly because the hotel and 
similar accomodation for tourists Italy longer 


FOREIGNERS ENTERING ITALY 


(Tourists and Excursionists) 


Tourists Excursionists Total for-| Index 

total 


1948 1,270,000 
4,100,000| 
1953| 
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large enough cover the expanded traffic, that 
many requests for night’s lodging had refused 
This pity, because tourists customers 
are somewhat shy, and once lost are hard regain. 
This indicates too the need for vigorous effort 
modernise and extend the accomodation field 
which, will seen moment, much has already 
been done. fair one should add that the growth 
tourist traffic has been great (see Table that 
has exceeded all expectations, and would have found 
any organisation unprepared. 

Apart from this the peculiar characteristics the 
growth tourist traffic, and particular its distribu- 
tion between the different months the year, set the 
providers accomodation some problems which are 
difficult solve. 


The recurring seasonal trend tourist arri- 
vals Italy quite regular. Table shows the 
month-to-month movement for the past two years. 


MONTH-TO-MONTH MOVEMENT FOREIGNERS 
ENTERING ITALY 


Total 


Number Number 

222,683 260,495 2.4 


can seen from Table III, the seasonal fluc- 
tuations are extremely marked. The proportion 
monthly arrivals the year’s total ranges from 
minimum the November-March period 
maximum August. the three summer 
months July, August and September more than 
50% the year’s total arrive; fact the number 
reaching Italy those months was 4,803,000 1954 
and 5,666,000 1955. The high degree which the 
traffic thus seasonal Italy unfortunate because 


subjects the country’s tourist organisation special 
strain, and because reduces the extent which use 
made the capacity for handling tourist traffic 
not only the hotels and forth but also 
the public services general, and among agencies 
that specialise assisting tourists. This also the 
reason why people are somewhat cautious about ex- 
panding the organisation such The staffs 
employed for such purposes have fact little 
for most the year, although the few hundred thou- 
sand foreigners who enter Italy the five months 
the dead season presumably include small 
number genuine tourists. Yet those have 
work full pressure during the summer months, 
when they have secure takings enough let the 
business show profit for the whole year. most 
cases they cannot stood off completely even when 
they have little do. 


The nationalities the tourists entering Italy 
from 1948 1955 are shown Table IV. 

The great bulk the foreigners coming Italy 
are from four European countries, Austria, France, 
Germany and Switzerland. The numbers coming 
from all other countries were much smaller; none had 
more than million not even Great Britain, which 


NATIONALITY FOREIGNERS ENTERING ITALY 
(number) 
Nationals 1948 1952 1955 


Denmark, Sweden 


Benelux Countries 

2,811 20,063 38,574 

22,876 30,826 
10,279 100,921 


United States 156,576 402,756| 
Argentina 28,554 51,258 
Brazil 7,167 23,303 31,320 


Other Countries 93,004 445,418 


Source: ENIT, Statistica del Turismo. 
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had 805,000. The number tourists coming from 
the four countries named was 7,293,829, 68.3% 
the total. other words, quite logical, most 
the foreigners who come -to Italy are Europeans. 
Countries outside Europe sent 1,032,000 tourists 
1955 (the item other countries comprises 228,000 
from Europe and 187,000 from other continents), 
not quite the entire the grand 
total has risen, there has been roughly proportional 
increase the numbers from individual countries. 
The only real exception Germany. During the past 
four years the number German tourists has been 
more than quadrupled, rising from 507,000 1952 
2,332,000 1955, and bringing Germany from 
fourth first place. 1954 the first place was held 
Switzerland, with 1,740,000 Swiss tourists entering 
Italy; but should borne mind that major 
party these were excursionists. There also high 
proportion excursionists among the tourists coming 
from Austria and France. 

There has been substantial rise the number 
tourists coming from Great Britain and the United 
States too. British tourists entering Italy 1955 
numbered 505,000, more than 1952. The 
number from the United States was 630,000, the in- 
crease over 1952 their case being 


Special interest attaches the statistics show- 
ing the forms transport used, view the effect 
which changes this respect have trends the 
tourists. Obviously the great increase 
the number coming road means rise the 
average sum spent each tourist. the other hand 
road travel makes the tourist more independant and 
more mobile; can choose between greater number 
places which stay, that has more direct 
contact with the country and can compare different 
places with each other. This makes him more exact- 
ing and more inclined move about. 

Table shows, the tourists arriving Italy 
sea increased number 51,000 1948 
258,000 1955; but their ratio the total fell from 
2%. The percentage coming air remained 
about the same, although the number air travellers 
arriving rose from 68,000 1948 343,000 1955. 

The real competition was between road and rail; 
and the end the roads won. 1948 the railways 
brought 843,000 the foreign tourists arriving, 
and the roads brought 628,000 40%. 1955 
however those coming train numbered 2,800,000 
only 26% the while 7,385,000 
came road. 


FORM TRANSPORT USED FOREIGNERS 
ENTERING ITALY 


Rail Road Sea Air 


The proportion foreign travellers arriving 
rail has thus fallen below the pre-war level 
1938. small contribution towards the drop 
rail traffic comparison with before the war has been 
made air travel, which accounted for between 
and arrivals the past seven years against 
1938. 

The shift away from the traditional methods 
entry rail and sea the roads and the air fur- 
ther brought out Table VI. The total number 
foreign tourists reaching Italy 1955 was greater 
than 1938 6,803,000 Over the same 
period those coming rail increased and 
sea travellers the other hand those arriv- 
ing road frontier posts showed addition 
while the increase those coming air was 
less than 

SHIFT BETWEEN 1938 AND 1955 FORMS TRAN- 
SPORT USED FOREIGNERS ENTERING ITALY 


Rail Road Sea Air Total 
Difference 

thou- 

Difference 


The accomodation hotels, boarding and 
lodging houses was badly hit the war. such 
establishments pillaged ruined there was loss 
176,375 beds, the term bed being used mean 
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everything required for the accomodation one per- 
son. Thus the number beds was brought down 
from 346,192 1940 169,817, less than half 
many, 1945. the course the next ten years 
great reconstruction was put hand, with financial 
support from the Government. The sum allocated for 
this purpose the five years 1947 1951 was 12,250 
million lire, spread over the areas where damage was 
worst. 

1951 the number beds available the 22,715 
hotels, boarding and lodging houses Italy had 
reached 402,533. 1st January, 1954 the number 
such establishments had risen 24,006, with 461,236 
beds; and January, 1955, the last date for which 
figures are available, such establishments numbered 
24,987 and the beds 499,223. 

the same time steps had taken restore 
the hotels, etc. which had been damaged through the 
neglect inevitable the war years; and there had 
plan modernise the more backward among 
them that they should better meet the requirements 
tourists, which had become more exacting. Some 
idea what was done given the growth the 
number bath-rooms; from 33,207 1949 their 
number rose 58,883 January, 1955, 

fuller idea the advance hotel and other 
accomodation Italy given Table VII. was 
stated the outset, this accomodation even now 
inadequate. Owing the high proportion foreign 
tourists who come the summer months, cannot 
handle their constantly growing numbers. There 
need for the building 31,600 new 
hotels, boarding and lodging houses, raise 
the number available rooms from its present level 
296,000 362,000. 

VII 
HOTEL, BOARDING AND LODGING HOUSE 
ACCOMMODATION ITALY 


1949 1953 1955 

Establishments 20,074 22,710 24,987 


The last aspect the tourist traffic con- 
sider the resulting foreign exchange earnings. 
must emphasised that exact figures this 
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subject can obtained. all the people entering 
Italy exchanged their foreign currency into lire enti- 
rely through official channels, one could precise 
about the resulting foreign exchange. Since however 
they not this, the available statistics show figures 
that are well below the reality. The difference from 
reality cannot estimated, even approximately, since 
affected too many factors. All that can 
hope give some idea the undoubtedly 
substantial exchange influx due tourism. Accord- 
ing the latest estimates ENIT (1), which took 
the number tourists staying hotels and forth 
and used multiply minimum sum for expend- 
iture board, lodging and transportation, the total 
amount spent foreign tourists 1955 was around 
230 billion lire. This estimate differs considerably 
from the figure $211 million, say 132 billion 
lire, that shown the balance payments 
having been received from tourism. Yet takes 
account sums spent incidental items and pleas- 
ure, nor tourists who camp out stay with 


friends and not pass through hotels other 
such establishments. 


Table VIII compares the official figures the 
Report the Bank Italy for 1955 with those 
ENIT. shows that for 1955 ENIT’s estimate was 


greater than the Bank Italy’s also shows 
the size the earnings from tourism comparison 
with Italy’s adverse trade balance. 


The influx exchange from foreign tourists 
Italy has not grown proportion the increase 
the number persons arriving each year. 


(1) The name ENIT stands for Ente Nazionale Industrie 
Turistiche, meaning the National Institution for Tourist Indu- 
stries. the technical branch the Italian tourist organisa- 
tion, and assists the Commissariat for Tourism. This latter 
governmental body founded 1931. was afterwards turn- 
into Directorate General the Ministry Popular Cul- 
ture; but 1947 reverted its original form agency 
directly dependent the Prime Minister’s Office. ENIT 
the other hand was established 1919, and its form has 
remained unaltered during the years its existence. 
function collect and publish statistics, conduct tourist 
propaganda foreign countries, and assist Italian and for- 
eign tourists. has delegations and offices abroad, well 
frontier and other offices Italy. 

The field organisation Italy based certain bodies 
known the Enti Provinciali per Turismo, the 
Autonome cura, soggiorno turismo, and the Associazioni 
These deal independently with problems that relate 
specifically their areas; and they assist ENIT matters 
falling within their particular spheres. There are also certain 
private bodies such the Touring Club and the Automobile 
Club. These supplement the work the official organisations 
conducting publicity and assisting generally 
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VIII 


FOREIGN EXCHANGE RECEIVED FROM TOURISM 
(billion lire) 


Estimates 


Bank Italy Re- 


port(1) 132 
Trade deficit 325 593 571 530 


(1) make the figures the table comparable, 
those the Bank Italy’s Report dollars have been con- 
verted into lire 625 lire per 


1951, acording the ENIT estimate, 5,406,000 
foreign tourists produced 135 billion lire. the fol- 
lowing year there were 653,000 more tourists, but 
still according ENIT’s estimate the foreign 


exchange receipts were billion 160 bil- 
lion lire. 

1953 the increase 1,623,000 foreign visitors 
caused rise billion lire the foreign exchange 
earnings; this was less than the rise which took place 
1952 for increase almost million smaller the 
number tourists. 

The same tendency was just evident 1954 
and 1955. the latter year, while the number 
tourists rose the foreign exchange earnings 
were only 10%. 

Since nearly all countries during recent years have 
eased the exchange restrictions applying tourists, 
this tendency would seem due two factors. 
One the poorer quality the tourists; the other 
the shorter average period for which they stay. The 
second factor, which connected with the first, 
partly due the rise the proportion excursionists 
among the foreigners entering Italy each year. 


1951 1954 1955 


STATISTICAL DATA 
THE ITALIAN ECONOMIC SITUATION 
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ITALIAN BUDGET SUMMARY 


(billion lire) Table 
Assessed Obligated 
Ist July ovement ovement 
Current (a) Current (a) Current capital Total 
| 


(a) Current revenue (or payment) and movement capital; year account and arrears. 
(b) Estimated July 31, 1956. 


Source: Conto Riassuntivo del Tesoro. 


ITALIAN BUDGET SUMMARY FINANCING CASH DEFICIT 


(millions lire) Table 

Assessments and Obligations (a) Deficit 423,000 294,000 241,000 225,000 149,000 

Financing cash deficit: 

Interest bearing Cassa DD. PP. and in- 


(a) Current revenue and expenditure and movements capital. 

(b) Receipts and payments year account and arrears; current revenue and expenditure and movements capital. 

(c) For more than a/cs. with Cassa Depositi Prestiti (Cassa DD.PP.) which collects the deposits the Postal 
Savings Banks. 

(d) Debits and credits with government’s agencies and other public bodies. 

Revised. 

Source: Conto riassuntivo del Tesoro. 


ITALIAN DOMESTIC PUBLIC DEBT 


lire Index Numbers, 1938= 100) Table 


debt debt Ad- Treas- public debt 


Source: Conto riassuntivo del Tesoro. 
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DEPOSITS AND CURRENT ACCOUNTS ITALIAN BANKING SYSTEM AND POSTAL SAVINGS BANKS 

(Index numbers, 1938= Table 


(a) The data refer 365 banks (commercial and savings banks) which hold about 99% the total deposits collected all 


banks. 


(b) Inter-bank current accounts are excluded. 


Source: Bollettino the Bank Italy. 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS ITALIAN BANKS (a) 
(millions 


Items 


lire) 


30.6.55 


Amount outstanding 


Cash and sums available sight 354,900 342,370 402,827 
Fixed deposits with the Treasury and 
Index Numbers: 31-12-1948= 100 
Deposits and current accounts 294.2 299.1 303-9 319.2 
Cash and sums available sight 238.2 209.9 202.5 238.2 
Fixed deposits with the and 
Government Securities (b) 213.8 229.9 231.7 236.4 
Credits clients (c) 326.6 323-3 337-0 351.7 
deposits and current a/cs 
Fixed deposits with the and 
other Institutions 12.2 12.8 12.5 13.3 
Government Securities (b) 18.8 19.8 19.7 19.1 
Credits clients (c) 82.4 80.2 81.1 81. 


31.12.55 


30.6.56 


684,666 
1,011,845 
4,288,226 
338-9 344-7 
251-5 212.8 
364.0 385.1 
236.7 257-2 
378.8 379-7 
8.2 6.9 
12.5 13.1 
18.0 19.3 
83.1 82.2 


358,873 


626,682 
1,068,740 


212.2 


352-5 
271.6 


396.2 


(a) The data refer 365 banks (commercial and savings banks) which hold about 99% the total deposits collected all 


Italian banks. 


(b) Treasury bills and other Government securities. 


Entered market values, 


(c) Includes: bills hand, rediscount the Bank Italy, contangoes, advances, current accounts, credits abroad, loans recov- 
erable salaries, loans against promissory notes, loans pawn, mortgage loans, current accounts with sections for special credits, 


non-Government securities, participations. 
Source: Bollettino the Bank Italy. 


1938 
Categories credit institutes millions 
lire 
Banking system (a) 65.7 
Institutes for industrial credit 8,779 16.3 
Institutes for mortgage real estate 
Institutes for agrarian credit: 
Commodity pools 2,293 
Land improvement credit 1,489 2.8 


ADVANCES THE BANKING SYSTEM AND MEDIUM AND LONG-TERM CREDIT INSTITUTES 
(amounts outstanding end period data) 


Statistical Appendix 


billion 
lire 


3,889.8 
1,063.8 


264.3 


100.0 
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Table 


Index numbers 


110 115 
121 116 
131 
114 122 
104 117 


(a) Includes commercial and savings banks. The figures for credits clients given for the banking system this Table 
differ from the data reported Table owing different recording system (see this matter, this Review No. January- 
March 1949, Explanatory Notes, pag. 70). 
Report the Governor the Bank Italy for 1955. 


ADVANCES THE BANKING SYSTEM, BUSINESS BRANCHES (a) 


Business branches 


Personal (professional con- 


sumer, 


Public Institutions (Institutions 


for specialized activities ex- 


Banks, exchanges, fin. and 


insurance Cos. 


Transport and communications 


Electric power, gas, water 


Hotels, entertainments 
Building and real estate, pub- 


lic works, land reclamation 


Agriculture, agricultural equip- 


ment and supply trades 


Cereals, foodstuffs, drink 
Wood and related products 
Non-metallic ores 


Steel, metal and 


Chemical products 
Paper and printing 
Textile products and clothing 
Other trades and industries 
Retail trade and miscellaneous 


Total 


millions 
lire 


I 


(a) Commercial and savings banks. 


Source: Report the Governor the Bank Italy for 1955. 


(amounts outstanding) 


total 


billion 
lire 


total 


100.0 


billion 
lire 


Table 


Index numbers 


121.0 


110.4 


109.8 
120.4 
106.4 
114.0 


123.4 


105.9 
115.8 
124.6 


122.4 
132.1 
104.5 

93-2 
103.5 


31, 1938 December 31, 1954 December 31, 1955 


129.7 


billion 
70.7 69.8 
19.2 19.1 
201.1 
65,8 1.4 95-2 1.7 
241.7 7-2 292.4 76.0 
9-6 143-7 4:3 157.8 46.4 
286 0.8 51.1 1.5 58.3 1.5 203.8 
3,001 8.5 7.0 248.1 6.3 82.6 
12.9 685.0 20.3 793-2 20.4 173-6 
510 1.4 89.5 2.7 103.5 202.9 
2.7 198.2 5-9 247.0 6.3 271.7 
3,184 9.0 443-2 13-1 542.7 14.0 170.2 
588 102.1 3-0 134.9 229-4 
351 1.0 46.3 1.4 154-9 
576 1.6 57-6 1.7 60.2 1.5 104.5 
2,238 6.3 327-3 304.9 7.8 136.2 
172 0.5 1.3 45-7 1.2 256.6 
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FUNDS RAISED THE CREDIT AND CAPITAL MARKET 1955, Table 
SOURCE AND ECONOMIC BRANCHES 
(annual increases billion lire) 


trial credit estate 
| | credit 
Public Institutions (Institutions for 
cialized activities excluded) 16.4 8.6 25-0 2,6 
Banks, exchanges, financial insurance 
Electric power, gas, water 65.0 20.7 89.5 
Building and real estate, publi works, 58.4 11.4 55-6 3-0 128.4 13-2 
Cereals, foodstuffs, drink 108.2 6.6 47-7 169.2 17-4 
10. Wood and related products 14.0 1.6 0.5 16.1 
12. Processing non-metallic minerals 10.1 5-9 3-9 
14. Steel, metal and 99-4 13.4 159.8 16.5 
15. Chemical products 32.8 12.0 8.6 43-4 
16. Paper and printing 8.1 0.5 1.8 10.4 
17. Hides and skins 0.2 0.5 0.3 
19. Other trades and 1.5 4.4 0.9 2.0 0.2 
20. Retail trade and miscellaneous services 45-9 0.9 47-9 
Total 521.4 151.4 140.3 159-3 972.4 100.0 
53-62 15-57 14.43 16.38 100.0 
Total 1954 470.6 113.1 153-0 840.4 
Total 1953 102.4 96.0 181.7 873.9 
56.50 11.72 10.98 20.80 100.0 
2.192 0.974 0.340 1.729 5-235 
(a) Commercial and savings banks. 
Source: Report the Governor the Bank Italy for 1954. 
NEW ISSUES INDUSTRIAL SECURITIES AND MORTGAGE BONDS Table 
(billion lire) 
Stock Companies Total Debentures General Total 
65-5 31-7 89.7 1.83 72.1 1,46 161.8 
81.4 6.8 6.3 81.9 1.46 55-1 0.98 137-1 2-45 
1953 12.2 22.1 7.8 195.7 3-72 139.2 2.65 334-9 6.37 
1954 27-9 171.2 9-3 18.2 162.7 3-07 127.7 2.41 290.4 5-48 
1955 14-9 162.5 12.7 162.3 3.05 229-7 4-31 392.0 7-36 


(a) Institute for Industrial Reconstruction. 


(b) The conversion current lire 1938 lire has been made the basis wholesale price index calculated the Central 
Institute 


Source: Report the Governor the Bank Italy for 1955. 
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NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS ITALY 
lire) (lire) (d) 
1953 December 1,487.9 6,612 5,256 5,659 5,678 720 2,769 
1954 December 1,578.4 7,015 5,921 5,882 8,012 3,089.7 722 2,776 
September 1,547-2 6,876 5,836 8,108 4,138.2 716 
December 7,609 6,029 6,057 8,158 3:749-3 2,784 
1956 March 1,598.3 7,103 6,218 6,254 2,788 


(a) End year month. Includes: Bank Italy notes and Treasury notes; (b) the Bank Italy; (c) Bol- 
lettino Mensile Statistica issued the Central Institute Statistics; (d) Business Statistics Centre Florence. 


PRICES AND YIELDS ITALIAN SECURITIES MAIN CATEGORIES 


(annual monthly averages) Table 
Bonds -year Treasur Shares 
Price Yield Yield Price Yield Price Yield 
(index cent! (index (index (index (index (per cent 
number per an- number an- number per number per an-| per an- 
1955 97-1 5-56 87.1 6.50 82.7 6.40 85.3 6.39 
1955 March 87.1 6.50 83.2 6.36 6:35 5-07 
June. 98.2 5.50 87.6 6.46 83.0 6.37 85.7 6.36 3,562.7 
September 96.3 5-61 88.2 6.42 82.9 6.38 85.7 6.36 4,138.2 4.11 
December 5-63 84.7 6.68 79-8 82.6 6.60 3,749-3 4-63 
1956 March 95-4 5-66 83.6 6.77 79-1 6.69 81.7 6.67 
Source: Bollettino the Bank Italy. 
WHOLESALE PRICES GROUPS COMMODITIES 
(Index Numbers, 1938 100) Table 
Foodstuffs Hides, Raw Chemical 
Textiles and and engi- materials Glass 
dities table cants Cement 
wear products products 


Bollettino Mensile Statistica. 
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WAGES AND ITALY 


(gross remunerations inclusive family allowances) 
(Index Numbers, 1938 100) 


Table 


Av. March June August 
Ordinary workers and semi-skilled labourers 


Government Civil Employees: 


Subordinate staff 7,030 6,057 6,991 


General Index Government 6,047 5,988 


(a) Administrative grade; (b) Executive grade; (c) Clerical grade. 
Source: Bollettino Mensile Statistica. 


NATIONAL INDEX LIVING COST 


(1938 100) Table 
1953 av, 5,654 6,680 6,224 4,091 1,720 
| 
Source: Bollettino Mensile Statistica. 
PERSONS REGISTERED LABOUR EXCHANGE OFFICES Table 


| 


1955 March 619,090 146,738 50,710 2,218,078 707,093 
December 1,439,088 612,833 131,938 62,626 51,942 2,299,027 718,789 
1,381,402 644,098 124,069 65,154 54,060 2,268,783 732,014 
May 1,281,134 618,455 122,460 62,818 51,528 2,136,395 722,306 
July 1,216,456 116,691 61,258 47,771 2,022,778 703,545 


(*) the discrepancies between actual unemployed and persons registered Labour Exchange Offices, see, 


Unemployment Statistics Italy with Special Reference Southern Italy, this Review, No. 21, 1952. 


(a) Unemployed workers who were previously employed. (b) Young persons under years age, and other persons 


search their first employment, discharged from the armed forces. (c) Women engaged house work who are their 
first employment. (d) Pensioners search employment. Employed workers search other employment. 


Source: Ministry Labour. 


8,171 8,620 8,620 8,671 
6,000 6,000 6,424 6,424 
6,672 6,714 6,714 
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ITALIAN INDUSTRIAL PRODUCTION INDEXES 
1952 136 146 105 113 150 142 172 142 193 
1955 March 202 249 164 116 177 207 309 231 233 
Dec. 287 197 203 106 169 147 217 196 322 188 245 
1956 March 215| 312 209 169 238 217 346 215 237 
July 225| 302 218 160 121 184 249 255 238 358 202 262 
Source: Bollettino Mensile Statistica. 
SELECTED BUSINESS INDICATORS 
Index Numbers, 1948 (annual average)=100 Table 
Goods Automobil 
| Number loaded | | Production wi Tourist Railways 
June 578.0 233-2 168.5 576.4 574-9 236.9 827.5 133-9 
December 1,081.1 244.4 1,065.7 489.0 225.9 284.0 140.3 
February 225.2 176.2 378.9 688.3 247.1 207.8 
March 659.3 263.3 182.6 524-9 694.6 299-5 
June 462.9 259.0 196.7 680.2 272.8 1,052.2 
Source: Previsioni breve termine. 
ITALY’S IMPORTS AND EXPORTS, 1954, 1955 AND 1956 
(million lire) Table 
Month 
Imports Exports Deficit Imports Exports Deficit Imports Exsports Deficit 
May 129,675 80,076 148,058 95,101 52,957| 168,814 106,274 62,533 
June 122,235 81,356 147,386 95,327 175,503 106,568 68,935 
July 118,467 87,982 30,485| 142,635 104,174 38,461 116,462 34,992 
Annual total 1,500,611 941,780 1,160,688 530,496 


Source: Statistica del Commercio con 
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MINIMUM AND MAXIMUM QUOTATIONS SOME ITALIAN COMPANIES QUOTED STOCK EXCHANGES 
(Lire) 
Table 


1955 


mum mum | mum mum mum mum mum mum mum 


mum 


Financial and Insurance 


Soc. Torinese Eserc. Telefonici 2,450 

Textiles 


Chatillon Soc. Ital. Fibre 2,350| 1,930 
Cotonificio Vittorio Olcese 


627 
6,150 
9,700 


3,850 


Minerals, Metals and Engineering 


Ansaldo 


1,000 
500 


477 


1,005 950! 1,260 940 


Public 


Edison 


jatica ettricit 1, 1,250 3396; 1,248) 1, 1,2 1,36 1,252 3340} 1,210 


Foodstuffs 


Chemicals 


Sundry 


Soc. Gen. Immobiliare 

Istituto Romano dei Beni Stabili 
Pirelli Soc. per Azioni 


Source: Bollettino Mensile Statistica. 
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BRANCHES ITALY 
BRUNICO SCHIO 
MERANO VERONA 
VICENZA 
TRENTO UDINE 
BRESCIA PADOVA 
MANTOVA MESTRE 
BERGAMO GORIZIA 
MODENA VENEZIA 
TRIESTE 
CREMONA OTTOM. CHIOGGIA 
MILANO CHIOGGIA 
PAVIA FERRARA 
BIELLA BOLOGNA 
RAVENNA 
TORINO 
CORTEOLONA RIMINI 
CUNEO PESARO 
VOGHERA FANO 
SAVONA SENIGALLIA 
SAMPIERDARENA ANCONA 
CASTEGGIO URBINO 
GENOVA 
PIACENZA PORTO 
FIORENZUOLA D'ARDA CIVITANOVA 
PARMA MACERATA 
CARRARA FERMO 
REGGIO EMILIA PORTO 
S.BENEDETTO DEL TR. 
PORTO TORRES FABRIANO 
ALGHERO PICENO 
LECCE 
LIVORNO BARI 
MONSUMMANO PESCARA 
LANCIANO 
PRATO 
FIRENZE TERAMO 
GROSSETO CORIGLIANO 
CROTONE 
PERUGIA NOLA 
CIVITAVECCHIA COSENZA 
FOLIGNO SALERNO 
ROMA FRATTAMAGGIORE 
LATINA ROSARNO 
SULMONA REGGIO CALABRIA 
BENEVENTO MESSINA 
PALERMO CATANIA 
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